u 


S.  Hrg.  104-567 


REINVENTING  GOVERNMENT 


Y  4.  G  74/9:  S.  HRG.  104-567 


Reinventinf  Governnenti  S.Hr§.  10A-. 


[BARINGS 

BEFORE  THE 

COMMITTEE  ON 

GOVERNMENTAL  AFFAIRS 

UNITED  STATES  SENATE 

ONE  HUNDRED  FOURTH  CONGRESS 

FIRST  SESSION 


JANUARY  25,  1995 
WELFARE  REFORM 


FEBRUARY  2,  1995 
INFORMATION  SYSTEMS  IN  THE  FEDERAL  GOVERNMENT 


Printed  for  the  use  of  the  Committee  on  Governmental  Affairs 


^''3om 


S.  Hrg.  104-567 

RHNVENTING  GOVERNMENT 


HEARINGS 

BEFORE  THE 

COMMITTEE  ON 
GOVERNMENTAL  AFFAIRS 
UNITED  STATES  SENATE 

ONE  HUNDRED  FOURTH  CONGRESS 

FIRST  SESSION 


JANUARY  25,  1995 
WELFARE  REFORM 


FEBRUARY  2,  1995 
INFORMATION  SYSTEMS  IN  THE  FEDERAL  GOVERNMENT 


Printed  for  the  use  of  the  Committee  on  Governmental  Affairs 


U.S.   GOVERNMENT  PRINTING  OFFICE 
WASHINGTON  :  1996 


For  sale  by  the  U.S.  Government  Printing  Office 
Superintendent  of  Documents,  Congressional  Sales  Office,  Washington,  DC  20402 
ISBN  0-16-053505-0 


COMMITTEE  ON  GOVERNMENTAL  AFFAIRS 

WILLIAM  V.  ROTH,  Jr.,  Delaware,  Chairman 
TED  STEVENS,  Alaska  JOHN  GLENN,  Ohio 

WILLIAM  S.  COHEN,  Maine  SAM  NUNN,  Georgia 

FRED  THOMPSON,  Tennessee  CARL  LEVIN,  Michigan 

THAD  COCHRAN,  Mississippi  DAVID  PRYOR,  Arkansas 

CHARLES  E.  GRASSLEY,  Iowa  JOSEPH  I.  LIEBERMAN,  Connecticut 

JOHN  McCain,  Arizona  DANIEL  K.  AKAKA,  Hawaii 

BOB  SMITH,  New  Hampshire  BYRON  L.  DORGAN,  North  Dakota 

Franklin  G.  Polk,  Staff  Director  and  Chief  Counsel 
Mark  A  Forman,  Professional  Staff 
JoAnne  Bamhart,  Professional  Staff 
Leonard  Weiss,  Minority  Staff  Director 
Michal  Sue  Prosser,  Chief  Clerk 

(ID 


CONTENTS 


Opening  statements:  Page 

Senator  Roth  1,  95 

Senator  Glenn  4,  97 

Senator  Cohen  5,  93 

Senator  Thompson 9 

Senator  Pryor 10 

Senator  Lieberman  11 

Senator  Dorgan  12 

Senator  Cochran  23 

Senator  Levin 31 

Senator  Grassley  35 

WITNESSES 

Wednesday,  January  25,  1995 

Jane  L.  Ross,  Director,  Income  Security  Issues;  Health,  Education,  and 
Human  Services  Division;  U.S.  General  Accounting  Office;  accompanied 
by  Cynthia  Fagnoni  16 

Hon.  Carroll  Campbell,  former  Governor,  South  Carolina 37 

Jane  Campbell,  Assistant  Minority  Leader,  Ohio  House  of  Representatives, 

and  President,  National  Conference  of  State  Legislatures  49 

Mary  Jo  Bane,  Assistant  Secretary  for  Children  and  Families,  U.S.  Depart- 
ment of  Health  and  Human  Services  56 

William  Ludwig,  Administrator,  Food  and  Consumer  Services,  U.S.  Depart- 
ment of  Agriculture  58 

Michael  A.  Stegman,  Assistant  Secretary,  Policy  Development  and  Research, 
U.S.  Department  of  Housing  and  Urban  Development 60 

Robert  Rector,  The  Heritage  Foundation 69 

Mark  Greenberg,  Center  for  Law  and  Social  Policy  74 

Judith  M.  Gueron,  President,  Manpower  Demonstration  Research  Corpora- 
tion          80 

Lawrence  M.  Mead,  Ph.D.,  Princeton  University 82 

Thursday,  February  2,  1995 

Charles  A.  Bowsher,  Comptroller  General  of  the  United  States,  U.S.  General 
Accounting  Office,  accompanied  by  Gene  L.  Dodaro,  Assistant  Comptroller 
General,  Accounting  and  Information  Division,  and  Christopher  W.  Hoenig, 
Director,  Information  Policies  and  Issues  Group  101 

George  Newstrom,  Corporate  Vice  President,  EDS  Corporation  117 

Cynthia  Kendall,  Deputy  Assistant  Secretary  of  Defense  for  Information  Man- 
agement, Department  of  Defense 122 

Gary  Kavanagh,  Deputy  Director,  Bureau  of  Program  Operations,  Health 
Care  Financing  Administration,  U.S.  Department  of  Health  and  Human 
Services,  accompanied  by  Dr.  Aron  Primack,  Medical  Officer,  Bureau  of 
Program  Operations,  Health  Care  Financing  Administration,  U.S.  Depart- 
ment of  Health  and  Human  Services  124 

(III) 


IV 

Page 

Alphabetical  List  of  Witnesses 

Bane,  Mary  Jo: 

Testimony  56 

Prepared  statement  162 

Bowsher,  Charles  A.: 

Testimony  101 

Prepared  statement  299 

Campbell,  Hon.  Carroll: 

Testimony  37 

Prepared  statement  147 

Campbell,  Hon.  Jane: 

Testimony  49 

Prepared  statement  151 

Greenberg,  Mark: 

Testimony  74 

Prepared  statement  207 

Gueron,  Judith  M.: 

Testimony  80 

Prepared  statement  218 

Kavanagh,  Gary: 

Testimony  124 

Prepared  statement  372 

Kendall,  Cynthia: 

Testimony  122 

Prepared  statement  359 

Ludwig,  William: 

Testimony  58 

Prepared  statement  172 

Mead,  Lawrence  M.: 

Testimony  82 

Prepared  statement  234 

Newstrom,  George: 

Testimony  117 

Prepared  statement  348 

Rector,  Robert: 

Testimony  69 

Prepared  statement  189 

Ross,  Jane  L.: 

Testimony  16 

Prepared  statement  133 

Stegman,  Michael  A.: 

Testimony  60 

Prepared  statement  180 

APPENDIX 
Prepared  statements  of  witnesses  in  order  of  appearance  133 

GAO  letter  dated  June  28,  1995  prepared  in  response  to  Senator  Roth's 
April  13,  1995  request  and  subsequent  staff  discussions  from  Jane  L.  Ross  ..      245 

GAO's  February  7,  1995  testimony  on  Means-Tested  Programs,  An  Overview, 
Problems,  and  Issues,  by  Jane  L.  Ross,  before  the  Subcommittee  on  Depart- 
ment Operations,  Nutrition  and  Foreign  Agriculture,  Committee  on  Agri- 
culture, House  of  Representatives  266 

GAO  responses  to  questions  from  Senator  Glenn  for  Mr.  Bowsher  338 

Article  dated  Tuesday,  September  20,  1994  from  the  New  York  Times  entitled 
"Teenage  Mothers  Helped  by  Ohio  Plan,  Study  Finds"  381 

Executive  Summary  from  GAO  on  Child  Support  Enforcement 382 


REINVENTING  GOVERNMENT 
WELFARE  REFORM 


WEDNESDAY,  JANUARY  25,  1995 

U.S.  Senate, 
Committee  on  Governmental  Affairs, 

Washington,  DC. 
The  Committee  met,  pursuant  to  notice,  at  9:32  a.m.,  in  room 
SD-342,  Dirksen  Senate  Office  Building,  Hon.  William  V.  Roth,  Jr., 
Chairman  of  the  Committee,  presiding. 

Members  Present:  Senators  Roth,  Cohen,  Thompson  Cochran, 
Grassley,  Glenn,  Levin,  Pryor,  Lieberman,  and  Dorgan. 

OPENING  STATEMENT  OF  CHAIRMAN  ROTH,  JR. 

Chairman  Roth.  The  Committee  will  please  be  in  order.  We  will 
follow  the  early-bird  rule  of  calling  on  Members  as  they  first  ap- 
pear. 

Good  morning.  I  do  want  to  thank  all  of  you  for  being  here  this 
morning  as  our  Committee  begins  the  first  in  a  series  of  hearings 
on  increasing  the  efficiency  of  the  Executive  Branch  of  Government 
and  improving  the  effectiveness  of  Government  programs. 

The  purpose  of  our  hearings  is  to  dig  behind  the  surface,  break 
through  the  crust  and  mantle,  so  to  speak,  and  get  to  the  core  of 
what  reinventing  Government  really  entails. 

Last  night  in  the  State  of  the  Union  address,  President  Clinton 
spent  a  substantial  amount  of  time  addressing  the  elimination  of 
yesterday's  Government  in  order  to  meet  tomorrow's  needs.  And  it 
is  my  sincere  hope  that  his  statement  means  that  we  can  expect 
the  Administration  to  work  with  Congress  and  apply  that  principle 
to  our  welfare  system. 

I  firmly  believe  that  the  election  results  last  November  made  it 
clear  that  the  people  of  this  country  feel  Government  has  grown  too 
large,  too  centralized  and  too  dictatorial,  to  maintain  functions  that 
are  no  longer  relevant  in  today's  world.  That  sentiment  could  not 
be  more  clear  than  in  the  Americans'  public  view  of  welfare  pro- 
grams. And  fi-ankly,  taking  a  look  at  the  current  state  of  affairs  in 
welfare  is  a  concern  that  is  well-grounded. 

Typically  when  we  talk  about  welfare,  we  are  really  only  talking 
about  the  Aid  to  Families  with  Dependent  Children  program  with 
an  annual  Federal  expenditure  over  $13  billion.  In  fact,  the  AFDC 
is  just  one  of  a  vast  array  of  Federal  and  State  programs  providing 
assistance  to  millions  and  costing  billions  each  year.  The  actual 
Federal  expenditure  on  all  public  assistance  programs  is  estimated 
to  be  over  $200  billion,  and  the  total  cost  of  the  Big  Four  of  AFDC, 

(1) 


food  stamps,  Medicaid,  housing  assistance  nets  over  $130  billion  a 
year. 

Fifteen  years  ago,  I  asked  the  GAO  to  conduct  a  study  on  the  full 
scope  of  assistance  availability  to  low-income  individuals  and  fami- 
lies through  both  State  and  Federal  programs  and  to  identify  the 
average  aggregate  benefit  payments. 

Well,  that  study  jrielded  some  interesting  and  enlightening  find- 
ings. Prime  among  them  was  the  complexity  of  what  I  considered 
a  rather  straightforward  and  reasonable  request.  Within  the  con- 
fines of  limited  availability  of  data  and  a  number  of  caveats,  GAO 
was  able  to  calculate  what  they  call  a  monthly  median  income.  We 
will  hear  more  about  the  complexities  and  caveats  from  the  GAO 
witness  who  is  testifying  this  morning. 

In  1986,  given  the  growth  of  Federal  entitlement  expenditures, 
I  asked  GAO  to  update  the  1979  calculations.  This  past  year,  given 
the  increase  in  interest  and  push  for  welfare  reform,  I  once  again 
asked  GAO  to  update  the  calculations. 

Their  most  recent  findings  report  a  median  monthly  income  of 
$767.  I  believe  GAO's  work  in  this  area  is  important  to  the  welfare 
reform  debate  for  a  number  of  reasons. 

First,  as  we  approach  welfare  reform  this  session,  it  is  critical 
that  we  understand  exactly  what  programs  we  are  including  and 
should  include  in  the  reform  effort. 

Second,  we  must  have  a  clear  understanding  of  the  cost  of  serv- 
ices provided  by  the  system  currently  in  existence. 

And  finally,  given  the  amount  of  money  we  are  spending  and  the 
number  and  variety  of  public  assistance  programs,  why  are  we  not 
getting  better  results? 

The  GAO  report  makes  it  clear  to  me  that  the  failure  of  the  cur- 
rent welfare  system  is  not  a  lack  of  Federal  money,  but  rather  the 
structure  of  the  system  itself. 

It  is  further  my  belief  that  the  best  way  to  determine  the  course 
we  should  follow  in  welfare  reform  is  to  find  the  success  stories,  the 
diamonds-in-the-rough  that  are  yielding  the  kind  of  results  we 
want.  In  so  doing,  we  can  restructure  the  system  and  create  the 
kind  of  environment  that  will  encourage  and  promote  the  kinds  of 
programs  that  lead  to  the  kind  of  positive  results  we  seek  and  de- 
sire. 

Such  an  examination  should  include  discussion  of  the  full  range 
of  possibilities,  everything  from  giving  States  more  flexibility  to  ex- 
perimenting with  block-granting  programs.  It  should  also  include 
taking  a  closer  look  at  the  viability  of  multi-department  adminis- 
trations of  an  array  of  programs  targeted  at  the  same  population. 
It  should  include  a  discussion  of  the  principles  and  goals  that 
should  drive  the  welfare  system. 

As  one  Senator  who  has  long  supported  a  strong  work  component 
in  welfare,  I  am  pleased  that  there  now  seems  to  be  a  consensus 
that  the  success  of  the  welfare  system  should  be  judged  by  how 
many  people  leave  welfare  for  gainful  employment.  Therefore  it  is 
essential  that  we  find  out  why  some  welfare  work  programs  do,  in 
fact,  work;  what  are  the  necessary  elements  that  must  be  present 
in  order  to  make  further  gains;  and  what  has  experience  taught  us 
about  the  pitfalls  that  we  should  take  care  to  avoid. 


I  am  extremely  pleased  that  we  have  so  many  knowledgeable 
witnesses  with  us  today,  who  offer  different  perspectives  on  the 
questions  I  have  raised. 

[The  prepared  statement  of  Senator  Roth,  Jr.  follows:] 

PREPARED  STATEMENT  OF  SENATOR  ROTH,  JR. 

Roth  Examines  Structure  of  Welfare  System 

WASHINGTON — The  following  is  the  opening  statement  of  Governmental  Affairs 
Committee  Chairman  William  V.  Roth,  Jr.  at  the  Committee's  hearing  on  restruc- 
turing the  welfare  system: 

Good  morning  and  thank  you  all  for  being  here  this  morning  as  this  Committee 
begins  the  first  in  a  series  of  hearings  on  increasing  the  efficiency  of  the  Executive 
Branch  of  Government  and  improving  the  effectiveness  of  Government  programs. 
The  purpose  of  these  hearings  is  to  dig  beneath  the  surface,  break  through  the  crust 
and  mantle,  so  to  speak,  and  get  to  the  core  of  what  reinventing  government  really 
entails. 

Last  night,  in  the  State  of  the  Union  address,  President  Clinton  spent  a  substan- 
tial amount  of  time  talking  about  "getting  rid  of  yesterday's  government  to  meet  to- 
morrow's needs."  It  is  my  sincere  hope  that  his  statements  mean  we  can  expect  the 
Administration  to  work  with  Congress  to  apply  that  principle  to  our  welfare  system. 

I  firmly  believe  that  the  election  results  last  November  made  clear  that  the  people 
of  this  country  feel  government  has  grown  too  large,  too  centralized,  too  dictatorial 
and  has  maintained  functions  that  are  no  longer  relevant  to  the  world  today.  No 
place  is  that  sentiment  more  clear  than  in  the  area  of  the  American  public's  view 
of  welfare  programs.  And  frankly,  taking  a  look  at  the  current  state  of  affairs  in 
welfare,  it  is  a  concern  that  is  well  grounded. 

Typically,  when  we  talk  about  "welfare,"  we  are  really  only  talking  about  the  Aid 
to  Families  with  Dependent  Children  program  with  an  annual  Federal  expenditure 
of  over  $13  billion.  In  fact,  the  AFDC  program  is  just  one  of  a  vast  array  of  Federal 
and  State  programs  providing  assistance  to  millions  and  costing  billions  each  year. 
The  actual  Federal  expenditure  on  all  public  assistance  programs  is  estimated  to  be 
over  $200  billion.  Totalling  up  the  "big  four"  of  AFDC,  Food  Stamps,  Medicaid  and 
housing  assistance  nets  a  total  of  over  $130  billion  a  year. 

Fifteen  years  ago,  I  asked  the  General  Accounting  Office  to  conduct  a  study  of  the 
full  scope  of  assistance  available  to  low  income  individuals  and  families  through 
both  State  and  Federal  programs,  and  to  identify  the  average  aggregate  benefit  pay- 
ments. That  study  yielded  some  interesting  and  enlightening  findings.  Prime  among 
them  was  the  complexity  of  what  I  considered  a  rather  straightforward  and  reason- 
able request.  Within  the  confines  of  limited  availability  of  data  and  a  number  of  ca- 
veats, GAO  was  able  to  calculate  a  "monthly  median  income."  We  will  hear  more 
about  the  complexities  and  caveats  from  the  GAO  witness  who  is  testifying  this 
morning. 

In  1986,  given  the  growth  of  Federal  entitlement  expenditures,  I  asked  GAO  to 
update  the  1979  calculations.  This  past  year,  given  the  increasing  interest  and  push 
for  welfare  reform,  I  once  again  asked  GAO  to  up-date  the  calculations.  Their  most 
recent  findings  report  a  "median  monthly  income"  of  $767. 

I  believe  GAO's  work  in  this  area  is  important  to  the  welfare  reform  debate  for 
a  number  of  reasons.  First,  as  we  approach  welfare  reform  this  session,  it  is  critical 
that  we  understand  exactly  what  programs  we  are  including  and  should  include  in 
the  reform  effort.  Second,  we  must  have  a  clear  understanding  of  the  cost  of  and 
services  provided  by  the  system  currently  in  existence.  And  finally,  given  the 
amount  of  money  we  are  spending  and  the  number  and  variety  of  public  assistance 
programs,  why  aren't  we  getting  better  results? 

The  GAO  report  makes  it  clear  to  me  that  the  failure  of  the  current  welfare  sys- 
tem is  not  a  lack  of  Federal  money  but  rather  the  structure  of  the  system  itself 
It  is  further  my  belief  that  the  best  way  to  determine  the  course  we  should  follow 
in  welfare  reform  is  to  find  out  the  success  stories — the  diamonds  in  the  rough — 
that  are  yielding  the  kind  of  results  we  want.  In  so  doing,  we  can  restructure  the 
system  to  create  the  kind  of  environment  that  will  encourage  and  promote  the  kinds 
of  programs  that  lead  to  the  kind  of  positive  results  we  seek  and  desire. 

Such  an  examination  should  include  discussion  of  the  full  range  of  possibilities — 
everything  from  giving  States  more  flexibility  to  experiment  to  block  granting  pro- 
grams that  are  now  largely  dictated  from  the  Federal  level.  It  should  include  taking 
a  closer  look  at  the  viability  of  multi-department  administration  of  an  array  of  pro- 


grams  targeted  at  the  same  population.  It  should  include  a  discussion  of  the  prin- 
ciples and  goals  that  should  drive  the  welfare  system. 

As  one  Senator  who  has  long  supported  a  strong  work  component  in  welfare,  I 
am  pleased  that  there  now  seems  to  be  a  consensus  that  the  success  of  the  welfare 
system  should  be  judged  by  how  many  people  leave  welfare  for  gainful  employment. 
Therefore,  it  is  essential  that  we  find  out  why  some  welfare  work  programs  do,  in 
fact,  work.  What  are  the  necessary  elements  that  must  be  present  in  order  to  make 
further  gains  and  what  has  experience  taught  us  about  the  pitfalls  that  we  should 
take  care  to  avoid. 

I  am  well  aware  that  the  approach  I  have  laid  out  here  is  not  as  glitzy  or  catchy 
as  some  of  the  approaches  currently  being  put  forth.  Rather,  it  is  an  approach  that 
takes  very  seriously  the  charge  of  this  Committee  to  engage  in  oversight  of  the  effi- 
ciency and  effectiveness  of  the  Federal  Government.  It  is,  in  my  opinion,  quite  sim- 
ply, the  stuff  that  success,  progress  and  reforms  are  made  of. 

I  am  extremely  pleased  we  have  so  many  knowledgeable  witnesses  with  us  today 
who  offer  different  perspectives  on  the  questions  I  have  raised. 

Senator  Roth.  Senator  Glenn. 

OPENING  STATEMENT  SENATOR  GLENN 

Senator  Glenn.  Thank  you  very  much,  Mr.  Chairman. 

I  want  to  congratulate  you.  I  think  it  is  excellent  that  we  are 
having  this  hearing.  It  is  an  informational  hearing.  We  are  not  tak- 
ing up  specific  pieces  of  legislation.  We  know  that  welfare  reform 
is  going  to  be  high  on  the  agenda  of  the  Congress  and  of  the  Amer- 
ican people  this  year. 

And  I  think  it  is  excellent  that  we  are  scheduling  this  hearing 
to  get  as  much  background  information,  and  have  as  many  expert 
witnesses,  as  we  possibly  can  have.  And  I  appreciate  all  of  the  peo- 
ple who  have  made  an  effort  to  be  here  this  morning  and  share 
their  expertise  with  us  to  examine  ways  in  which  the  Federal  Gov- 
ernment's welfare  programs  might  be  streamlined  into  a  more 
workable,  common-sense,  and  cost-effective  system. 

The  underlying  principle  of  our  Nation's  welfare  system  must  be 
to  provide  effective  assistance  to  those  most  in  need.  We  want  a 
safety  net  for  America's  families  £uid  children  where  assistance  pro- 
grams provide  a  hfeline  when  a  parent  loses  a  job  or  a  senior  citi- 
zen needs  a  small  pension  supplement;  in  other  words,  address  the 
specific  needs  of  the  people  and  have  programs  that  are  flexible 
enough  to  do  that. 

What  we  do  not  want  is  a  welfare  system  that  is  fi-agmented, 
burdensome,  overlapping,  and  undermines  work  and  parental  re- 
sponsibilities. We  want  a  system  that  provides  the  tools  and  incen- 
tives for  welfare  recipients  to  move  to  economic  independence. 

Mr.  Chairman,  I  am  p£irticularly  pleased  to  see  an  Ohio  witness 
at  today's  hearing.  While  Ms.  Jane  Campbell  is  here  to  testify  as 
President  of  the  National  Conference  of  State  Legislatures,  she  is 
also  a  very  recognized  figure  in  the  State  of  Ohio  where  she  serves 
as  the  Deputy  Minority  Leader  in  the  Ohio  House  of  Representa- 
tives. So  1  certainly  look  forward  to  her  testimony. 

Let  me  say  one  other  word  about  Ohio.  There  is  a  unique  pro- 
gram in  Cleveland.  It  is  called  'Tieaming,  Earning,  and  Parenting." 
The  acronym  for  it  is  LEAP — "Learning,  Earning,  and  Parenting." 

Its  central  goal  is  to  entice  teenage  welfare  mothers  to  complete 
their  high  school  degree  or  receive  an  equivalency  diploma.  The 
idea  is  that  this  education  can  help  these  young  women  move  off 
welfare  and  into  the  job  market. 


LEAP  provides  child  care,  if  these  mothers  regularly  attend 
school  and  a  monthly  bonus  then  of  $62.  Failure  to  attend  school 
means  that  their  welfare  checks  are  docked  $62  a  month.  In  other 
words,  under  LEAP  monthly  checks  vary  from  $212  with  penalty 
to  $336  with  the  bonus. 

I  mention  this  program  because  it  shows  promise  in  giving  and 
getting  people  the  tools  they  need  to  help  themselves. 

There  was  an  article  about  this  program  in  last  September  20's 
edition  of  The  New  York  Times  called  "Teenage  Mothers  Helped  by 
Ohio  Plan,  Study  Finds,"  and  it  says:  A  carrot-and-stick  approach 
is  pushing  more  young  women  to  finish  high  school. 

And  it  is  being  closely  watched,  and  it  seems  to  be  having  very, 
very  good  r^isults,  and  I  would  ask  unanimous  consent  that  I  be 
able  to  place  this  in  the  record,  Mr.  Chairman,  at  the  end  of  my 
statement.  1 

Chairman  ROTH.  Without  objection. 

Senator  GLENN.  Mr.  Chairman,  I  will  not  be  able  to  be  here  for 
all  of  the  hearing  today.  We  still  have  the  unfunded  mandate  legis- 
lation on  the  floor,  managing  that  over  there,  and  so  I  will  have 
to  leave  shortly  to  go  over  there.  But  I  will  be  back  as  much  as  I 
can  during  the  hearing,  and  I  want  to  congratulate  you  again  for 
holding  it.  I  think  it  is  good  that  we  are  getting  on  top  of  this  and 
getting  as  much  background  early  in  this  year  as  we  possibly  can. 

Thank  you. 

Chairman  Roth.  Thank  you.  Senator  Glenn.  Senator  Cohen. 

OPENING  STATEMENT  OF  SENATOR  COHEN 

Senator  COHEN.  Thank  you,  Mr.  Chairman.  I  have  a  formal 
statement  I  would  like  to  enter  into  the  record  and  perhaps  just 
simimarize  some  of  the  key  points. 

Chairman  ROTH.  Without  objection. 

Senator  COHEN.  I  think  it  is  clear  that  this  is  to  be  the  first  of, 
I  would  assume,  a  series  of  hearings  with  the  subject  of  welfare  re- 
form, and  I  think  that  all  of  us  are  going  to  be  bombarded  with 
theories  and  strategies — and  I  suspect  even  theologies  about  the 
subject  matter. 

I  would  hope  that  we  would  approach  this  with  a  good  deal  of 
humility. 

Professor  James  Q.  Wilson  of  UCLA,  a  critic  of  the  current  sys- 
tem, indicated:  We  are  not  in  a  position  to  be  able  to  predict  the 
consequences  of  any  of  our  solutions;  we  do  not  know  what  the  con- 
sequences will  be  of  any  of  our  proposals,  and  we  should  admit  that 
in  the  beginning. 

Second,  I  think  it  is  clear  also  that  any  attempt  at  reform  is 
going  to  be  attacked  as  either  being  mean-spirited,  callous,  or  in 
some  cases  even  racist.  Notwithstanding  the  attacks  that  will  be 
leveled,  we  need  to  continue  investigation  of  ways  in  which  we  can 
make  a  more  constructive  proposal  for  our  citizens. 

I  think  all  of  us  have  become  familiar  with  the  expression  that 
was  created  by  one  writer  several  years  ago,  writing  in  The  Na- 
tional Journal  in  which  the  author  talked  about  "demosclerosis," 
that  our  democratic  system — the  arteries  of  our  democratic  system 


iThe  article  appears  in  the  Appendix  on  page  381. 


have  become  so  clogged  with  special  interests  that  would  fight  to 
protect  the  permanence  of  the  programs,  even  though  those  pro- 
grams may  have  become  completely  outmoded  and  inefficient  and 
wastefiil. 

A  book  was  written  some  years  ago  that  has  remained  on  my 
bookshelf,  written  by  John  Gardner.  It  was  called  The  Recovery  of 
Confidence.  I  think  it  was  written  back  in  1968.  And  in  that  book, 
Gardner  said:  "Our  institutions  have  become  caught  in  a  savage 
crossfire  between  uncritical  lovers  and  unloving  critics,  that  at  one 
end  of  the  spectrum  we  had  the  people  who  were  so  enamored  with 
the  status-quo  they  would  do  everything  they  could  to  blunt  and 
nullify  and  stultify  any  attempt  to  change,  and  at  the  other  end  of 
the  spectrum  were  those  unloving  critics,  people  who  saw  abso- 
lutely no  virtue  or  benefit  in  present  programs  and  had  nothing  in 
the  way  of  constructive  proposEds  to  announce,  but  simply  wanted 
to  tear  down  what  currently  existed." 

And  so  I  think  one  of  our  struggles  has  to  be  to  try  to  strike  the 
balance  between  the  need  to  reform  and  the  need  to  retain.  And 
that  is  the  spirit  in  which  I  hope  we  will  pursue  this  hearing  and 
the  ones  that  will  follow. 

I  also  think  we  have  to  restore  the  virtue  and  the  dignity  that 
we  once  associated  with  work.  I  see  a  lot  of  young  faces  in  the  audi- 
ence today.  It  is  unusual  to  see  this  many  young  people  attend  the 
hearings  of  the  Government  Affairs  Committee,  and  it  is  a  welcome 
sight  indeed. 

Back  in  1975,  for  those  of  you  who  were  not  perhaps  even  born 
at  that  time,  I  was  sitting  on  a  hearing  in  the  House  of  Representa- 
tives. It  was  being  chaired  by  Claude  Pepper  at  that  time;  it  was 
the  Committee  on  Aging.  We  had  a  witness  who  came  before  the 
Committee;  his  n£une  was  Will  Geer  and  he  played  Grandpa  Wal- 
ton on  a  then  popular  television  series.  And  what  he  was  fighting 
for  at  that  time  was  a  removal  of  the  restriction  that  we  placed  on 
people  who  had  turned  65;  they  automatically  were  forced  into  re- 
tirement. 

And  I  will  never  forget  the  sight  of  Grandpa  Walton  at  that 
table.  And  he  said  very  passionately:  "A  person  has  to  have  a  po- 
dium to  pound  on;  if  you  take  that  podium  away,  you  take  away 
that  person's  zest  for  life  and  reason  for  living.  So  please  do  not 
force  us  into  retirement;  let  us  work." 

And  as  a  result  of  that  and  other  testimony,  we  indeed  changed 
the  law,  because  people  saw  the  dignity,  the  vitality,  associated 
with  work. 

On  a  more  personal  level,  let  me  say  I  turned  to  my  own  family. 
I  have  talked  about  it  on  many  occasions  on  this  Committee  and 
elsewhere. 

My  father  recently  turned  86.  He  continues  to  work  18  hours  a 
day,  6  days  a  week,  along  with  my  mother  who  is  in  her — I  will 
be  kind — in  her  70's,  who  works  with  him.  And  they  are  revered 
in  my  hometown,  not  only  because  of  the  product  which  they 
produce  with  their  hands,  but  because  even  in  sub-zero  weather 
they  continue  to  pull  on  the  oar  of  society.  And  so  we  have  to  re- 
store a  sense  of  dignity  that  is  associated  with  work. 

Now  welfare,  as  the  Chairman  has  said,  is  supposed  to  be  a  tem- 
porary safety  net.  It  is  not  supposed  to  be  a  cement  floor  on  which 


we  construct  housing,  that  simply  nurtures  future  dependency,  that 
provides  a  breeding  ground  for  illegitimacy  or  drug  addiction  or  vio- 
lence. Something  has  gone  wrong  with  the  current  systems  in 
terms  of  the  incentives  we  provide. 

For  example,  last  year  in  an  investigation  by  the  Senate  Special 
Committee  on  Aging,  we  found  how  a  program  born  out  of  compas- 
sion can  be  abused.  We  found  that  the  Social  Security  Disability  In- 
surance program  and  the  SSI  program,  which  allow  benefits  to  be 
given  to  alcoholics  and  other  substance  abusers  on  the  basis  of 
their  addictions  have  been  grossly  abused. 

We  have  250,000  known  alcoholics  and  addicts  now  receiving 
benefits  in  these  programs.  Of  those  250,000,  only  78,000  were  re- 
quired to  seek  treatment.  Of  the  78,000  required  to  seek  treatment, 
only  about  8,000  or  9,000  were  seeking  treatment. 

So  out  of  these  $1.2  billion  programs,  we  found  that  much  of  that 
money  was  going  to  the  purchase  of  alcohol  or  the  purchase  of 
drugs.  And  so  the  system  said:  If  you  are  an  addict,  addicted  to  al- 
cohol or  cocaine  or  heroin  or  whatever  it  is,  as  long  as  you  stay  ad- 
dicted, the  money  will  keep  coming.  And  if  you  get  off  the  addic- 
tion, the  money  stops. 

In  much  the  same  way,  we  have  a  system  which  was  never  in- 
tended this  way  in  our  welfare  programs,  but  to  say  to  teenage 
mothers,  for  example — they  do  not  get  pregnant  for  the  purpose  of 
simply  getting  a  welfare  check,  but  the  fact  is  that  once  they  do 
get  pregnant  and  have  a  child,  society  says  you  will  have  the  tax- 
payers pick  up  cash  benefits  for  you  or  food  stamps  or  housing  or 
other  t5T)es  of  needs. 

And  so  something  has  gone  wrong  with  the  incentives.  We  have 
got  to  change  the  incentives  in  a  way  that  restores,  as  I  indicated, 
the  dignity  of  work  and  to  avoid  minimizing  the  adversities  that 
follow  irresponsible  acts.  I  think  that  is  what  President  Clinton 
was  talking  about  last  night,  opportunity  but  also  personal  respon- 
sibility, because  what  we  are  witnessing  in  this  society  is  what  an 
author  has  called  "compassion  fatigue";  our  hearts  are  growing 
hard  toward  those  who  are  afflicted  with  misfortune. 

So,  Mr.  Chairman,  I  hope  that  through  this  hearing  and  others 
we  will  seek  to  restore  the  goal  of  making  people  self-sufficient  and 
proud  and  restore  the  civic  virtue  of  working  and  labor  itself. 

Thank  you  very  much. 

[The  prepared  statement  of  Senator  Cohen  follows:] 

PREPARED  STATEMENT  OF  SENATOR  COHEN 

Good  Morning.  I  want  to  thank  the  Chairman  for  holding  this  morning's  hearing 
to  address  the  critical  issue  of  welfare  reform. 

As  we  embark  on  efforts  to  reshape  the  welfare  system,  there  are  a  few  observa- 
tions that  I  would  offer  to  the  debate. 

First,  clear  and  simple,  we  do  not  know  for  certain  what  will  work  to  fix  the  major 
problems  that  now  exist  in  our  society  today. 

In  the  coming  months  of  debate,  we  will  be  bombarded  with  theories,  strategies, 
analyses,  and  even  theologies,  on  how  to  heal  the  deep  wounds  of  our  society — drug 
abuse,  crime,  teen  pregnancy,  irresponsibility — that  have  been,  at  least  in  part,  in- 
flicted by  the  welfare  system  and  that  are  scarring  the  lives  of  individuals  and  our 
society  as  a  whole. 

We  must,  as  UCLA  professor  James  Q.  Wilson,  recently  stated,  not  be  afraid  to 
confess  that  we  cannot  predict  the  causes  of  our  actions  or  that  we  "don't  know." 

Second,  it  is  important  to  point  out  that  honest  efforts  to  reform  the  welfare  sys- 
tem will  be  branaed  by  some  as  anti-poor,  callous,  or  even  racist.  While  some  of 
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these  challenges  may  reflect  sincere  concerns,  others  are  simply  attempts  to  derail 
reforms  that  threaten  to  disrupt  a  sjrstem  that  has  become  a  way  of  life  for  those 
who  benefit  from  the  current  welfare  programs. 

The  fact  that  our  motives  may  be  challenged  must  not  lessen  our  resolve  to  take 
on  these  problems. 

We  must  seek  the  proper  balance  of  defending  and  criticizing  the  institutions  we 
have  created.  As  John  CJardner  wrote,  "We  find  our  institutions  caught  in  a  savage 
crossfire  between  uncritical  lovers  and  unloving  critics.  On  the  one  side,  those  who 
love  their  institutions  tend  to  smother  them  in  an  embrace  of  death,  loving  their 
rigidities  more  than  their  promise,  shielding  them  fi-om  life-giving  criticism,  on  the 
other  side  there  has  arisen  a  breed  of  critics  without  love,  sfiUed  in  demolition  but 
untutored  in  the  arts  by  which  human  institutions  are  nurtured  and  strengthened 
and  made  to  flourish." 

Mr.  Chairman,  far  frova  encouraging  self  sufficiency,  the  current  welfare  system 
in  America,  to  an  alarming  degree,  discourages  characteristics  upon  which  this 
country  was  built — independence  and  hard  work.  Consequently,  the  many  rewards 
that  come  fi-om  work — self  esteem,  financial  gain,  contributing  to  the  well  being  of 
one's  family — are  absent  firom  the  lives  of  many  welfare  recipients  today.  The  Toss 
of  these  virtues  is  taking  a  serious  toll  on  communities  across  our  Nation,  and  in- 
deed, our  entire  society. 

Instead  of  providing  a  temporary  safety  net,  these  programs  have  become  for  to 
many  people  the  concrete  floor  of  a  building  that  houses  drug  abuse,  illegitimate 
births,  crime,  and  despair. 

Last  year,  a  vivid  example  of  how  our  welfare  system  fosters  dependency  came 
to  light  through  an  investigation  that  I  conducted  with  GAO  of  the  social  security 
disability  program.  We  found  that  drug  addicts  and  alcoholics  have  been  using  their 
disability  checks  to  shoot  more  drugs  into  their  veins  and  to  buy  more  alcohol — rath- 
er than  to  receive  treatment. 

In  its  "compassion"  to  help  drug  addicts  and  alcoholics,  the  Federal  Government 
had  unwittingly  become  an  enabler  of  these  addicts.  The  message  to  addicts  has 
been  "continue  to  drink  and  take  drugs  and  the  money  will  flow — but  if  you  stop 
using  drugs  and  alcohol,  you  will  lose  your  benefits."  It's  no  wonder  this  program 
has  become  the  program  of  choice  for  some  on  the  streets. 

Similarly,  the  Federal  policy  of  granting  entitlements  to  welfare  benefits  presents 
young  girls  with  the  following  proposal:  Have  a  child  out  of  wedlock,  and  taxpayers 
will  guarantee  you  cash,  food  stamps,  and  medical  care,  plus  a  host  of  other  bene- 
fits. As  long  as  you  stay  single  and  don't  work,  we'll  continue  providing  benefits  and 
if  you  have  another  child  out  of  wedlock  your  benefits  will  increase. 

While  young  women  may  not  have  babies  simply  for  welfare  benefits,  we  have  cre- 
ated a  perverse  social  contract  that  inappropriately  connects  child-bearing  and  wel- 
fare. We  have  minimized  adversities  following  irresponsible  acts. 

Allowing  such  incentives  to  continue  not  only  ruins  lives  and  families,  but  takes 
an  irreparable  toll  on  the  public's  desire  to  help  those  in  need.  As  Marvin  Olasky's 
recent  book  entitled  TTie  Tragedy  of  American  Compassion,  correctly  points  out, 
around  the  country  we  are  witnessing  "compassion  fatigue"  as  taxpayers  tire  of  see- 
ing generosity  misused  or,  apparently,  of  no  use.  As  Ellen  Goodman  noted,  "Gener- 
osity turns  into  resentment  sind  sympathy  can  turn  hard." 

Mr.  Chairman,  society  is  only  beginning  to  cope  with  the  realities  of  what  it 
means  to  our  country's  future  that  one  of  every  four  U.S.  children  is  born  out  of 
wedlock.  These  realities  hit  home  when  we  understand  that  almost  three-quarters 
of  adolescent  murderers,  and  the  same  percentage  of  long-term  prison  inmates  are 
young  males  who  grew  up  without  fathers  in  the  house. 

We  do  not  know  whether  the  phenomenon  of  out  of  wedlock  births  and  fatherless 
homes  is  an  inevitable  part  of  modem  societies  or  whether  improved  education,  the 
availability  of  jobs,  strict  paternity  and  child  support  enforcement  and  welfare  re- 
form can  do  something  to  reverse  tiie  trend. 

What  we  do  know,  however,  is  that  despite  an  enormous  investment — in  1992 
total  welfare  spending  by  Federal,  State  and  local  governments  reached  a  record 
high  of  $304.6  billion — ^we  have  a  welfare  system  in  this  country  that  produces  little 
success  and  is  plagued  by  chronic  dependency. 

Rather  than  reduce  the  number  of  poor  children,  welfare  programs  continue  to  ex- 
pand, and  child  poverty  has  actually  increased  since  the  creation  of  the  great  society 
programs  in  the  1960's. 

Our  past  efforts  to  reform  the  welfare  system  have  failed.  For  example,  in  1988 
the  Family  Support  Act  imposed  work  requirements  on  welfare  recipients  for  the 
first  time,  but  so  many  recipients  are  exempted  fi-om  the  rules  that  they  effect  less 
than  5  percent  of  eligible  participants.  In  addition,  funds  to  carry  out  all  provisions 
of  the  act  have  been  insufhcient,  both  at  the  State  and  Federal  levels. 


As  the  debate  is  being  shaped  in  this  Congress,  it  is  clear  that  we  must  identify 
the  appropriate  division  between  the  Federal  and  State  Governments  in  the  struc- 
ture of  welfare;  the  problems  and  benefits  in  converting  entitlement  programs  to 
block  grants  to  the  States;  how  spending  caps  would  work  in  times  of  economic  de- 
cline; and  how  the  Congress  can  stimulate  community  and  the  private  sector  to  cre- 
ate a  system  which  will  have  the  support  of  the  public  and  is  socially  constructive. 

In  undertaking  this  debate,  however,  we  cannot  guarantee  that  changes  we  pro- 
pose will  be  the  panacea  for  what  ails  our  society. 

As  long  as  we  keep  in  focus  that  our  goal  is  not  merely  to  save  money  or  to  punish 
welfare  cheats,  but  rather  to  restore  faith  in  our  system,  get  people  to  work  and 
instill  dignity  to  individuals  and  families,  we  should  not  be  condemned  for  lacking 
all  the  answers,  but  we  would  warrant  condemnation  if  we  ignore  what  our  current 
policies  are  doing  to  ourselves  and  our  future  generations. 

Chairman  ROTH.  Thank  you,  Senator  Cohen. 
As  I  announced  eariier,  we  will  follow  the  early-bird  rule.  So  next 
will  be  Senator  Thompson. 

OPENING  STATEMENT  OF  SENATOR  THOMPSON 

Senator  Thompson.  Thank  you,  Mr.  Chairman. 

I,  too,  am  going  to  have  to  leave  shortly.  I  am  going  to  be  a  wit- 
ness, as  a  matter  of  fact,  before  the  Constitution  Subcommittee  in 
Judiciary. 

But  I  want  to  commend  the  Chairman  for  scheduling  these  hear- 
ings. Obviously  this  is  going  to  be  one  of  the  most  important  topics 
that  the  United  States  Congress  takes  up  this  year. 

We  have  talked  a  lot  about  programs,  what  programs  work  and 
do  not  work,  but  I  think  that  his  indication  of  the  progress  we  are 
making  perhaps  is  the  realization  and  coming  to  terms  with  the 
fact  that  we  are  dealing  with  a  subject  here  that  in  very  many  re- 
spects simply  has  not  worked,  and  not  only  that,  has  done  a  great 
deal  of  harm. 

And  when  you  contemplate  the  notion  of  the  United  States  Grov- 
ernment  putting  so  much  effort  and  so  many  dollars  into  a  program 
that  has  actually  in  many  cases — has  been  producing  so  much 
harm,  that  is  a  very  serious  matter  indeed — not  only  harm  with  re- 
gard to  the  people  who  are  on  the  program  and  the  dependency 
that  is  created  and  the  generational  problem  that  is  enhanced  by 
it,  but  those  who  are  not  on  the  program,  who  are  not  beneficiaries 
of  any  of  the  programs. 

As  I  have  traveled  around  this  last  year  in  Tennessee  campaign- 
ing, time  and  time  again  I  would  see  young  people,  young  mothers, 
working  at  restaurants  in  low-income  jobs,  never  having  been  on 
welfare,  perhaps  having  a  child  or  two,  but  somehow  managing  and 
working  long  hours.  And  talking  to  them  on  more  than  one  occa- 
sion, I  have  heard  them  recount  the  fact  that  it  seems  like  that  the 
person  down  the  street  who  has  never  worked  and  who  continues 
to  have  children  are  making  out  in  many  cases  better  than  they 
are. 

There  is  just  something  simply  fundamentally  wrong  with  that, 
and  it  produces  residual  detrimental  benefits  to  society  that  are 
hard  to  measure  in  terms  of  resentment  fi"om  one  group  of  people 
toward  another. 

That  is  not  good.  And  I  think  that  it  is  going  to  have  to  bring 
about  and  perhaps  has  already  brought  about  some  fundamental 
changes  in  the  way  that  we  think  about  this  entire  problem. 
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The  thing  about  it  to  me  that  is  most  stark  is  that  there  is  no 
easy  solution.  If  there  was,  something  would  have  been  done  about 
it  on  a  more  fundamental  basis  a  long  time  ago.  We  meet  ourselves 
coming  back.  It  seems  that  every  time  we  want  to  provide  an  in- 
ducement to  someone  who  perhaps  is  not  conducting  themselves  as 
they  should,  we  at  the  same  time  are  hurting  someone  who  is  inno- 
cent, usually  a  child. 

So  it  is  going  to  be  difficult.  There  is  not  going  to  be  an  easy  solu- 
tion. There  is  not  going  to  be  a  solution  that  does  not  run  the  risk 
of  harming  innocent  people. 

But  we  are  taking  it  up  now.  I  think  we  are  focused  on  it.  I  think 
this  Committee  is  focused  on  it.  And  I  look  forward  to  being  a  part 
of  that  process,  Mr.  Chairman. 

Chairman  Roth.  Thank  you. 

Senator  Pryor. 

OPENING  STATEMENT  OF  SENATOR  PRYOR 

Senator  Pryor.  Mr.  Chairman,  I  want  to  thank  you  for  holding 
this  hearing  and  focusing  on  this  particular  issue.  I  think  it  is  very 
timely.  The  President  talked  about  it  last  night  in  his  address  to 
the  country. 

Mr.  Chairman,  I  want  to  welcome,  as  I  know  all  of  us  do,  our 
new  Member  of  the  Committee,  Senator  Thompson  of  Tennessee. 
Senator  Thompson  was  not  here  last  year  when  this  Committee 
held  some  hearings  on  this  issue. 

One  of  the  areas  that  I  have  been  particularly  interested  in  is 
the  area  of  child  support  enforcement. 

One  of  the  hearings  held  last  year  demonstrated  that  we  have 
had,  since  1980,  I  beheve,  a  180  percent  increase  in  child  support 
caseload.  We  are  really  struggling,  tr5ring  to  find  the  proper  mecha- 
nism of  getting  people  to  pay  their  child  support  payments. 

The  other  issue  that  struck  me  is  the  fact  that  the  default  rate 
in  America  for  used-car  loans  is  3  percent  today.  The  default  for 
child  support  payments  is  over  50  percent. 

Now,  something  has  got  to  change.  I  think  that  we  have  got  to 
make  these  programs  work,  by  improving  the  relationship  between 
the  States  and  the  Federal  Government,  because  this  is  a  joint  ef- 
fort. 

Mr.  Chairman,  this  afternoon  I  will  be  releasing  a  GAO  report, 
"Child  Support  Enforcement",  I  think  very  splendidly  prepared  by 
the  General  Accounting  Office. 

I  want  to  compliment  Jane  Ross,  who  is  going  to  be  our  lead-off 
witness  this  morning,  who  has  been  very,  very  instrumental  in  ef- 
forts to  improve  child  support  enforcement.  Mr.  Chairman,  I  would 
like  to  ask  unanimous  consent  that  I  may  publish  in  this  hearing 
record  not  the  entirety  of  the  report,  but  the  summary  of  the  GAO 
report  and  the  results  of  their  findings. ^ 

Chairman  ROTH.  Without  objection. 

Senator  Pryor.  Mr.  Chairman,  once  again  I  thank  you,  sir. 

[The  prepared  statement  of  Senator  Pryor  follows:] 


1  The  GAO  Summary  Report  entitled  "Child  Support  Enforcement"  appears  on  page  382. 
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PREPARED  STATEMENT  OF  SENATOR  PRYOR 

Mr.  Chairman,  I  want  to  commend  you  for  holding  this  hearing  on  the  extremely 
timely  issue  of  welfare  reform.  I  especially  want  to  commend  you  on  the  focus  of 
this  hearing  which  is  how  well  the  welfare  system  is  working.  It  is  clear  that  the 
present  system  doesn't  effectively  and  efficiently  serve  either  the  needy  or  the  tax- 
payers. 

Last  year  I  examined  one  piece  of  the  welfare  system,  the  child  support  enforce- 
ment program,  to  seek  to  determine  what  the  barriers  were  that  prevented  billions 
of  dollars  from  being  collected  from  delinquent  parents.  That  examination,  and  the 
subsequent  report  by  the  GAO,  has  lead  me  to  conclude  that  both  the  taxpayer  and 
the  needy  would  benefit  from  a  more  effective  system. 

I  was  shocked  to  learn  that  the  default  rate  for  used  car  loans  is  3  percent,  but 
the  default  rate  for  child  support  payments  is  50  percent.  This  is  unacceptable. 

The  reason  that  it  is  important  to  make  sure  our  child  support  enforcement  sys- 
tem is  working  is  that  23  million  children  were  owed  $34  billion  in  uncollected  child 
support  in  1992.  The  majority  of  those  children  live  in  homes  that  receive  some  kind 
of  welfare  assistance.  So,  unless  we  better  enforce  the  basic  responsibility  of  parents 
to  support  their  children  with  an  effective  child  support  system,  we  will  continue 
to  pass  that  obligation  onto  the  taxpayers. 

Mr.  Chairman,  it  is  critical  that  as  we  begin  the  legislative  debate  to  reform  our 
welfare  system,  this  Committee  continue  to  examine  how  the  system  is  actually 
working,  or  not  working.  What  my  look  at  the  child  support  enforcement  system 
makes  clear  is  that  if  we  merely  legislate  another  layer  of  reforms  on  top  of  a  bro- 
ken system,  our  efforts  will  fail. 

Chairman  RoTH.  Senator  Lieberman. 

OPENING  STATEMENT  OF  SENATOR  LIEBERMAN 

Senator  Lieberman.  Thank  you,  Mr.  Chairman.  Thank  you  for 
convening  these  hearings.  This  is  the  Committee  that  has  some 
original  jurisdiction  in  subject  matter,  but  whose  role  I  have  always 
seen  as  really  focusing  on  the  structure  of  Government  and  on  the 
way  that  Government  works  and  trying  to  make  it  work  better. 
That  was  obviously  the  focus  of  the  President's  remarks  last  night 
and  is  and  should  be  a  focus  of  this  Congress. 

There  is  no  single  program  that  I  can  think  of  that  the  Govern- 
ment runs  that  is  more  consequentially  inefficient  and  not  working 
as  we  want  it  to  than  the  welfare  program.  It  has  been  a  disaster, 
though  born  of  good  intentions,  for  those  who  are  on  it  and  those 
of  the  rest  of  us  who  pay  for  it.  And  it  is  at  the  heart  of  so  much 
of  the  public  cjoiicism  toward  Government  and  outrage  about  val- 
ues in  society. 

Senator  Thompson  mentioned  his  conversations  with  people  last 
year.  You  run  into  people — and  I  do  not  speak  for  the  validity  of 
this,  but  just  present  it  as  evidence  of  how  important  our  work 
here  is — people  like  the  waitress,  like  people  working  on  the  lines 
in  factories  who  will  say:  Look,  I  am  working  hard,  my  spouse  and 
I  are,  and  we  would  like  to  have  another  a  child,  but  we  cannot 
afford  it. 

And  then  I  look  here  and  I  see  somebody  on  welfare  that  just 
goes  ahead  and  has  a  child  whether  she  can  afford  that  or  not.  And 
therein  lies  the  source  of  a  lot  of  outrage  in  the  middle  class  that 
is  serious  for  our  society. 

So  this  is  a  program  that  really  is  at  the  center  of  our  mission, 
and  I  appreciate  what  you  are  doing  here  today. 

I  want  to  say  two  brief  words.  Ajid  I  have  spent  a  lot  of  time  in 
this  area  over  the  last  several  years. 

One  is  that  while  we  know  that  the  current  welfare  program  is 
a  failure,  I  do  not  have  the  sense  that  we  know  with  a  great  degree 
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of  confidence  what  will  work  better.  And  I  think  as  we  go  forward 
in  this  reform  effort,  we  have  to  go  forward,  as  Senator  Cohen  said, 
quoting  James  Wilson,  "with  a  sense  of  humility,  combined  with  a 
sense  of  boldness,"  because  this  is  a  program  that  needs  drastic  re- 
vision. 

But  if  we  act  without  our  heads  here,  we  are  going  to  end  up  re- 
placing one  disaster  with  another  disaster,  and  I  do  not  think  any 
of  us  want  to  do  that. 

I  introduced  legislation  last  week,  S.  246,  which  stated  very 
briefly  simply  says  two  things. 

One  is,  the  States  are  doing  some  great  work  here  in  trying  to 
make  welfare  work  better.  And  because  we  have  so  little  confidence 
about  which  programs  work,  maybe  the  best  thing  we  can  do  is  to 
let  the  States  test  the  boldest  array  of  ideas,  including  some  of 
those  that  have  been  most  controversial,  that  are  part  of  the  Con- 
tract With  America,  including  the  end  of  the  AFDC  program  or  pro- 
viding institutional  alternatives,  call  them  orphanages,  if  you  want, 
in  some  cases. 

But  because  we  really  do  not  know  whether  those  programs  or 
ideas  will  have  the  effects  that  their  sponsors  intend,  let  us  try 
them  in  three,  four,  or  five  States  for  a  period  of  time  and  see  how 
they  work,  and  now  let  us  set  up  a  mechanism  where  the  Secretary 
of  HHS,  perhaps  GAO,  report  back  to  us  regularly  and  recommend 
when  they  think  something  is  working  well  enough  to  be  imposed 
nationally. 

I  also  feel  very  strongly  that  while  the  States  are  doing  a  great 
job,  we  would  not  be  true  to  our  purpose  or  our  national  values  if 
we  simply  took  the  welfare  program  and  said:  Here,  Governors, 
State  legislators,  take  it  over.  I  think  we  have  to  maintain  some 
minimal  national  standards  without  a  maximal  national  bureauc- 
racy. 

And  the  final  point  that  I  want  to  make,  Mr.  Chairman,  does  go 
back  to  the  heart  of  our  mission  in  this  Committee,  which  is  gov- 
ernmental organization. 

One  of  the  parts  of  my  bill  encourages  experiments  at  the  State 
level  in  the  delivery  of  welfare  services.  I  mean,  one  of  the  prob- 
lems here  is  that  the  State  welfare  bureaucracies  have  inevitably, 
like  an  institution  that  goes  on  for  decades,  become  crusty,  and  too 
much  time  is  spent  in  State  welfare  offices  basically  writing  checks 
or  providing  for  the  writing  of  checks  instead  of  focusing  on  how 
to  get  people  off  of  welfare  and  back  to  work,  how  to  reconstitute 
families. 

And  I  think  one  of  the  best  things  that  we  can  do  is  to  stimulate 
true  reinvention  and  fixing  of  the  State  welfare  offices  which  de- 
liver this  program  that  we  need  to  change. 

Mr.  Chairman,  I  think  you  have  brought  together  a  very  impres- 
sive and  obviously  diverse  group  of  witnesses,  and  I  look  forward 
to  their  testimony,  and  I  thank  you  again. 

Chairman  RoTH.  Thank  you.  Senator  Lieberman. 

Senator  Dorgan. 

OPENING  STATEMENT  OF  SENATOR  DORGAN 

Senator  DoRGAN.  Mr.  Chairman,  thank  you  very  much.  I  would 
like  to  include  my  statement  in  the  record  as  well. 
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Chairman  ROTH.  Without  objection. 

Senator  DORGAN.  And  I  would  Uke  to  make  just  a  couple  com- 
ments. I  know  you  have  a  great  panel.  I  listened  intently  to  my  col- 
leagues. I  agree  with  most  everything  Senator  Cohen  said,  who  was 
speaking  when  I  came  in. 

This  can  be  a  thoughtful,  enormously  productive  discussion  about 
a  real  problem  in  this  country,  or  it  can  be  a  political  tap  dance 
around  a  caricature  of  an  issue,  and  it  depends  a  lot  on  us  in  Con- 
gress. 

And  I  worry  about  it,  because  the  fact  is,  poverty  in  this  country 
is  a  substantial  human  problem.  In  this  country,  the  wealthy  are 
getting  wealthier,  and  the  poor  are  getting  poorer.  There  is  a  great- 
er maldistribution  of  income  than  almost  ever  before  in  this  coun- 
try, and  a  lot  of  people  £U"e  at  the  bottom  of  the  ladder. 

I  want  to  just  mention  two  httle  anecdotes  for  you.  I  toured  a 
hospital  1  day.  They  showed  me  with  great  pride  where  they  were 
going  to  put  their  new  MRI  machine.  They  had  carpenters  in  there 
worlang,  breathtaking  technology.  One  hundred  feet  down  the 
wing,  I  held  in  my  hand  a  preemie  baby  who  was  born,  the  third 
child  born  to  an  unwed  mother  who  did  not  want  the  third  child, 
who  some  days  before  that  had  presented  herself  at  the  hospital 
with  a  .25  blood  alcohol  content  and  delivered  a  baby  that  had  a 
blood  alcohol  content  of  .21  upon  birth. 

Here  is  this  breathtaking  technology  and  this  tragic  human  fail- 
ure 100  feet  away.  And  the  fact  is,  you  see  it  all  around  this  coun- 
try. 

I  agree  with  someone  as  conservative  as  Pat  Buchanan  on  this 
fundamental  premise,  that  we  have,  in  some  cases,  institutional- 
ized welfare  with  the  wrong  incentives  in  the  system. 

On  the  other  hand,  I  got  up  at  6  o'clock  in  the  morning  and  went 
down  to  a  homeless  shelter  in  this  town,  and  I  will  bet  there  is  no 
person  serving  on  this  Committee  who  could  help  the  young  woman 
out  that  I  sat  across  the  table  from  with  the  two  kids  having  break- 
fast. 

She  is  yoimg,  in  her  early  20s,  has  two  kids.  Her  husband  left 
her;  she  has  no  job,  no  skills,  and  no  opportunity.  She  can  occasion- 
ally find  a  job,  and  when  she  does,  it  is  frying  hamburgers  some- 
place, and  if  she  gets  any  money  from  it,  she  loses  AFDC,  and  she 
cannot  find  a  place  to  live,  because  if  she  saved  any  money,  she  has 
a  cut  in  her  AFDC,  and  you  cannot  get  a  place  to  live  unless  you 
have  a  deposit  to  put  down.  She  cannot  accumulate  money  for  a  de- 
posit. 

As  I  drove  back  here  to  the  Capitol,  I  thought  to  myself:  I  do  not 
know  what  I  would  do  if  I  were  her;  there  is  no  way  to  climb  out 
of  that  problem. 

Most  people  I  meet  on  welfare  do  not  want  to  be  there.  They 
want  an  opportunity  and  a  job.  We  need  to  fix  the  system  that  pro- 
vides the  wrong  incentives  that  in  some  cases  has  institutionalized 
welfare. 

On  the  other  hand,  let  us  not  let  there  be  a  poverty  of  values  in 
this  debate  and  in  this  Congress  about  the  human  need.  More  peo- 
ple need  help  more  than  ever  before  in  this  country.  Our  help 
ought  to  be  a  handout  and  a  hand-up  to  say:  We  are  going  to  help 
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you  while  you  are  down,  but  you  have  a  responsibihty  to  help  your- 
self. Step  up. 

Let  me  make  one  other  point,  Mr.  Chairman,  because  it  relates 
to,  I  think,  something  Senator  Cohen  said. 

I  was  at  a  college  some  years  ago  doing  a  forum  on  student  aid, 
and  a  young  Indian  boy  stood  up  in  the  middle  of  the  crowd,  and 
he  said:  My  name  is  Les.  And  he  said:  I  am  the  first  person  in  my 
family  on  an  Indian  reservation  ever  to  go  to  college.  He  said:  I  am 
a  junior,  and  I  am  going  to  graduate  and  get  a  college  degree,  and 
I  will  be  the  first  in  my  family.  And  it  is  a  family  that  does  not 
have  any  resources,  and  I  am  here  because  of  the  Pell  Grant  pro- 
gram and  because  of  the  opportunity  the  Federal  Government  has 
given  me. 

That  young  boy,  I  am  pleased  to  say,  became  an  intern  in  my  of- 
fice, became  a  school  teacher  back  on  his  Indian  reservation,  and 
as  of  last  fall  was  elected  State  Senator  in  my  home  State. 

Investment  in  that  young  boy  who  grew  up  in  a  home  of  poverty 
is  the  best  investment  this  country  can  ever  make. 

Let  us  fix  all  these  programs,  and  let  us  provide  the  right  incen- 
tives, as  Senator  Cohen  and  others  have  said,  but  let  us  not  create, 
as  we  discuss  this,  a  political  caricature  about  welfare. 

This  is  1  percent  of  the  Federal  budget.  This  country  has  a  re- 
sponsibility to  help  those  who  are  in  need,  to  help  them  step  up 
and  out  of  their  circumstances  to  become  a  productive  citizen  in 
this  country. 

I  want  to  submit  a  longer  statement  for  the  record,  Mr.  Chair- 
man. But  thank  you  for  holding  these  hearings. 

Chairman  ROTH.  Thank  you.  Senator  Dorgan. 

[The  prepared  statement  of  Senator  Dorgan  follows:] 

PREPARED  STATEMENT  OF  SENATOR  DORGAN 

The  current  welfare  system  serves  no  one  well — not  recipients,  not  taxpayers,  and 
especially  not  the  children  who  depend  on  public  assistance  for  a  fighting  chance 
to  live  in  a  home  without  poverty. 

Nearly  one  in  seven  children  in  our  country  receives  Aid  to  Families  with  Depend- 
ent Children.  One  child  in  ten  receives  food  stamp  assistance.  If  our  welfare  system 
were  working  properly — and  by  that  I  mean  breaking  the  cycle  of  dependency  and 
moving  families  from  welfare  to  work — these  numbers  would  have  declined  over 
time.  Instead,  they  have  risen.  In  fact,  the  number  of  children  receiving  AFDC  has 
increased  every  year  for  the  last  10  years. 

Often,  we  look  at  poverty  and  welfare  dependency  as  a  uniquely  urban  problem. 
This  is  a  myopic  view,  and  one  that  will  serve  us  poorly  during  the  welfare  reform 
debate.  A  1992  Children's  Defense  Fund  study  indicated  that  rural  children  not  only 
are  more  likely  than  rural  children  to  be  living  in  poverty — they  are  also  more  likely 
to  remain  there.  These  are  the  people  we  must  not  forget — the  families  that  simply 
cannot  pull  themselves  up  from  poverty. 

To  truly  reinvent  our  welfare  system,  we  must  take  a  proactive  approach.  A  few 
preventive  dollars — to  provide  education  and  training,  to  end  the  teen  pregnancy  cri- 
sis— can  produce  huge  long-term  savings  for  American  taxpayers. 

We  must  put  the  needs  of  our  children  front  and  center  when  it  comes  to  welfare 
reform.  A  child  develops  critical  survival  skills  during  the  first  3  years  of  life,  and 
we  must  do  all  we  can  to  provide  kids  with  a  healthy  environment  from  the  moment 
they  are  born.  This  means  getting  tough  on  deadbeat  parents.  This  means  providing 
preventative  health  care  and  nutrition  services  for  children  whose  families  can't  af- 
ford them.  This  means  giving  every  community  the  resources  to  offer  group  homes 
where  teen  mothers  and  their  children  can  live  in  a  safe  and  supportive  environ- 
ment that  provides  the  structure  needed  for  them  to  finish  high  school  and  begin 
to  support  their  children. 

What  doesn't  this  mean?  This  doesn't  mean  punishing  poverty  with  orphanages, 
as  some  have  proposed.  This  doesn't  mean  cutting  spending  and  turning  over  critical 
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services  like  WIC  and  food  stamps  and  school  lunches  to  the  States  without  any 
guarantees  that  the  needs  of  our  kids  will  be  met  by  doing  so. 

Perhaps  the  most  important  component  of  the  welfare  reform  equation  is  work. 
I  support  requirements  that  tell  welfare  recipients  who  are  not  caring  for  infant 
children  that,  after  2  years  on  public  assistance,  they  must  take  jobs  in  either  the 
private  or  public  sector.  Our  public  assistance  programs  should  be  designed  to  en- 
courage independence,  not  dependence.  However,  limiting  the  amount  of  time  a  per- 
son is  eligible  for  benefits  without  providing  a  strong  transitional  program  will 
amount  to  nothing  more  than  the  wholesale  dumping  of  poor  families  into  the 
street.  To  make  reform  work,  we  must  support  people  with  the  tools  and  resources 
they  need  to  support  themselves.  Above  all,  we  must  ensure  that  there  are  jobs  to 
move  into  once  they  have  completed  training. 

We  cannot  continue  to  provide  disincentives  to  leaving  welfare.  The  current  sys- 
tem rewards  unemployment  and  broken  families.  We  must  work  with  the  States  to 
find  creative  and  effective  ways  to  gradually  reduce  benefits  and  encourage  personal 
responsibility  while  recipients  gain  both  income  and  work  experience. 

One  thing  is  certain — a  welfare  system  that  blindly  throws  dollars  at  a  crisis  can 
only  make  the  long-term  problem  worse.  That's  why  it  is  so  very  important  to  focus 
our  debate  on  outcomes — ^which  is  the  purpose  of  today's  hearing — and  to  evaluate 
each  program's  successes  and  failures  in  an  objective  manner.  If  a  program  works, 
keep  it,  improve  it,  and  use  it.  If  it  doesn't,  fix  it  or  discard  it. 

I  am  particularly  pleased  that  Michael  Stegman,  the  Assistant  Secretary  for  Pol- 
icy Development  and  Research  at  HUD,  is  participating  in  this  hearing  today.  Hous- 
ing assistance  reform,  in  my  opinion,  is  a  critical  component  of  comprehensive  wel- 
fare reform.  My  colleagues  on  this  Committee  know  that,  during  my  tenure  in  Con- 
gress, I  have  vigorously  sought  to  expose  areas  of  government  waste,  fraud  and 
abuse  and  to  enact  initiatives  to  eliminate  flagrant  abuses  of  taxpayers'  dollars.  One 
of  the  most  egregious  areas  of  wasteful  spending,  as  documented  by  the  CBO,  the 
GAO,  the  IG,  the  National  Academy  of  Public  Administration  and  HUD  itself,  is  the 
HUD  housing  assistance  program,  which  spent  over  $22  billion  last  year  or  approxi- 
mately 10  percent  of  our  entire  discretionary  budget. 

In  hearing  after  hearing  before  the  relevant  committees  of  jurisdiction  in  the 
House  and  Senate,  HUD  has  been  forced  to  admit  that  it  doesn't  know  where  all 
its  housing  inventory  is,  that  it  doesn't  know  what  state  of  repair  or  disrepair  its 
housing  stock  is  in,  that  it  doesn't  have  management  systems  in  place  to  monitor 
its  programs,  and  that  it  doesn't  have  the  resources  to  perform  effective  oversight. 
The  bottom  line  is  that  our  current  housing  programs  are  in  such  a  state  of  disarray 
that  minor  surgery  will  not  cure  the  problems.  Only  major  surgery  will.  I  have  long 
thought  that  all  project-based  assistance  should  be  replaced  with  vouchers  or  certifi- 
cates and  was  pleased  to  see  that  Secretary  Cisneros  included  that  proposal  in  his 
December  document,  "Reinventing  HUD." 

However,  in  testimony  before  the  HUD  Indei)endent  Appropriations  Committee 
last  week,  many  cautionary  notes  were  sounded  by  a  variety  of  witnesses  about  the 
short-term  costs  of  this  proposal.  In  order  to  get  a  better  handle  on  both  the  scope 
of  the  problem,  as  well  as  the  costs  associated  with  this  initiative,  I  am  submitting 
a  series  of  questions  for  the  record  and  request  that  HUD  respond  to  them  in  a 
timely  manner.  I  expect  that  this  data  is  readily  available  and  that  you  can  get  back 
to  me  with  your  responses  in  no  later  than  two  weeks. 

One  final  comment:  In  the  weeks  and  months  ahead,  we  must  strive  collectively 
to  develop  a  welfsu-e  system  that  puts  people  to  work  and  that  protects  and  pro- 
motes the  physical  and  emotional  well-being  of  our  children.  I  look  forward  to  a  con- 
structive dialogue  with  my  colleagues  from  both  sides  of  the  aisle  and  hope  that  col- 
lectively we  can  change  the  current  system  for  the  better. 

Chairman  ROTH.  We  will  now  call  our  first  witness,  Jane  Ross, 
who  is  Director  of  Income  Security  Issues;  Health  Education,  and 
Human  Services  Division;  U.S.  General  Accounting  Office. 

Ms.  Ross,  it  is  a  pleasure  to  welcome  you  this  morning.  Your  full 
statement,  as  all  statements  of  witnesses  this  morning,  will  be  in- 
cluded as  if  read. 

We  would  appreciate,  to  the  extent  you  can,  summarizing  that 
statement.  Would  you  please  introduce  who  is  with  you  as  well? 
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TESTIMONY  OF  JANE  L.  ROSS,i  DIRECTOR,  INCOME  SECURITY 
ISSUES;  HEALTH,  EDUCATION,  AND  HUMAN  SERVICES  DIVI- 
SION;  U.S.  GENERAL  ACCOUNTING  OFFICE;  ACCOMPANIED 
BY  CYNTHIA  FAGNONI 

Ms.  Ross.  I  would  like  to  introduce  Cynthia  Fagnoni,  who 
worked  with  us  on  this  testimony. 

Chairman  RoTH.  Good  morning. 

Ms.  Ross.  Mr.  Chairman  and  Members  of  the  Committee,  I  am 
pleased  to  be  here  today  to  talk  about  our  comparison  of  the  in- 
comes and  poverty  status  of  two  t3T)es  of  families,  families  that  re- 
ceive Aid  to  Families  with  Dependent  Children  or  AFDC  and  work- 
ing poor  families. 

We  did  this  work  at  your  request,  following  up  on  similar  work 
we  did  for  Senator  Roth  several  years  ago. 

In  recent  years,  the  rapid  growth  in  welfare  caseloads,  concerns 
about  program  costs  and  about  beneficiaries'  long-term  welfare  de- 
pendence have  again  focused  attention  on  the  Nation's  welfare  sys- 
tem. The  major  focus  of  this  debate  centers  on  AFDC,  which  pro- 
vides cash  benefits  to  economically  needy  families  with  children.  In 
1993,  nearly  5  million  families  were  receiving  almost  $25  billion 
worth  of  AFDC  benefits. 

But  AFDC  families  also  may  receive  other  types  of  Government 
assistance  including  Medicaid  and  food  stamps.  AFDC  received  an 
estimated  $49.6  or  $50  billion,  if  you  will,  worth  of  benefits  from 
these  three  programs  in  1993. 

Our  testimony  today  will  focus  on  four  major  points:  The  range 
of  benefits  that  AFDC  and  working  poor  families  receive;  AFDC 
families'  income  and  poverty  status;  how  AFDC  families'  incomes 
compare  with  those  of  working  poor  families,  families  that  are  not 
on  AFDC;  and  how  work-related  supports  may  help  AFDC  families 
transition  from  welfare  to  work. 

Let  me  give  you  the  bottom  line  first.  We  found  that  the  incomes 
of  AFDC  families  who  also  receive  benefits  such  as  food  stamps  and 
Medicaid  were  actually  quite  similar  to  the  incomes  of  families 
with  earnings  close  to  the  minimum  wage.  In  addition,  we  found 
that  the  incomes  of  most  families  in  both  groups  fell  below  the  pov- 
erty line. 

Let  me  back  up  now  and  tell  you  a  little  something  about  the 
range  of  benefits  that  AFDC  and  working  poor  families  receive. 

APDC  cash  benefits  are  jointly  funded,  as  you  know,  by  the  Fed- 
eral Grovernment  and  the  States.  The  States  set  their  own  benefit 
levels,  and  as  a  consequence  AFDC  monthly  benefits  vary  widely 
among  the  States  from  Mississippi,  where  a  family  of  three  re- 
ceived $120  a  month  in  January  of  1994  to  Alaska  where  the 
monthly  benefit  in  the  same  month  totaled  $923. 

Most  AFDC  families  also  received  non-cash  or  in-kind  assistance. 
For  example,  AFDC  families  are  automatically  eligible  for  Medic- 
aid. Most  AFDC  families  also  receive  food  stamps.  Only  about  37 
percent  of  AFDC  families  reported  receiving  housing  assistance  in 
1993.  And  as  a  matter  of  fact,  AFDC  families  can  qualify  for  other 
benefits  such  as  Head  Start,  WIC,  and  others. 


^The  prepared  statement  of  Ms.  Ross  appears  on  page  133. 
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Very  few  AFDC  families  report  earnings,  about  6  percent,  accord- 
ing to  the  information  gathered  in  the  management  system  of  the 
AFDC  program. 

Working  poor  families  in  om-  analysis  had  earnings  close  to  the 
minimum  wage  and  were  not  on  AFDC;  however  these  families 
could  be  eligible  for  other  types  of  assistance;  for  example,  food 
stamps  and  housing  assistance.  And  as  a  matter  of  fact,  of  the 
working  poor  families  we  studied,  about  22  percent  received  food 
stamps,  and  about  12  percent  received  housing  assistance. 

Low-income  famihes  with  earnings — and  this  would  include  an 
AFDC  family,  if  it  had  earnings — are  also  ehgible  for  the  earned 
income  tax  credit.  A  parent  with  two  children,  who  earns  about 
$8,900  annually,  which  is  sHghtly  above  the  minimum  wage  would 
receive  a  maximum  credit  during  the  year  of  about  $3,500  on  the 
earned  income  tax  credit. 

Up  to  this  point,  I  have  described  the  types  of  income  sources 
those  AFDC  and  working  poor  families  have.  Now  we  want  to  de- 
scribe our  dollar-value  estimate  of  the  incomes  of  these  two  t5T)es 
of  families.  These  are  the  incomes  of  the  famihes  who  were  sur- 
veyed by  the  Census  Bureau  on  their  actual  income  in  1993.  These 
are  not  h)T)othetical  examples;  these  are  survey  results.  People  re- 
ported their  own  incomes.  And  I  would  refer  you  to  the  chart  that 
is  on  page  6  of  the  testimony  that  you  have. 

If  you  look  at  AFDC  famihes,  just  looking  at  their  cash  assist- 
ance and  earnings,  AFDC  families  had  a  median  monthly  income 
in  1993  of  $401.  That  is  well  below  the  poverty  hne  of  $1,027  a 
month  for  a  family  of  three. 

Now  if  you  include  food  stamps,  housing,  school  lunch  benefits, 
but  do  not  include  Medicaid  yet,  that  would  raise  their  median 
monthly  income  to  $605. 

Now  determining  how  you  are  going  to  add  in  the  value  of  Medic- 
aid is  a  very  difficult  problem.  Many  experts  argue  that  counting 
the  value  of  medical  care  as  if  it  were  income  is  misleading,  but 
we  added  this  just  for  illustrative  purposes,  so  you  could  see  the 
difference  that  Medicaid  could  make.  If  you  added  Medicaid  bene- 
fits, using  one  of  the  valuation  schemes  that  the  Census  Bureau 
has,  you  would  actually  have  a  median  monthly  income  of  $633,  or 
with  another  valuation  method  $767. 

So  that  says  something  about  the  range  of  incomes  we  are  talk- 
ing about,  fi-om  about  $401,  if  you  are  looking  just  at  cash,  to  as 
high  as  $767,  depending  on  how  you  value  Medicaid  in  psuticular. 

To  determine  whether  working  poor  famihes  not  receiving  AFDC 
had  higher  incomes  than  AFDC  families,  we  analyzed  the  income 
and  the  non-cash  benefits  that  a  working  family  receives.  And  we 
looked  at  working  poor  famihes  that  were  up  to  1.25  times  the  min- 
imum wage  in  1993.  And  some  of  these  working  poor  families  re- 
ceived food  stamps.  And  so  we  estimated  their  median  incomes 
both  excluding  and  including  these  benefits  as  we  did  for  AFDC 
families. 

If  you  use  earned  income  only,  then  working  poor  families'  me- 
dian monthly  income  was  $819,  which  is  about  $50  higher  than  the 
highest  estimates  for  AFDC  benefits.  If  you  add  non-cash  benefits, 
it  is  even  higher  than  that. 
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As  the  Figure  4  on  page  9  of  your  copy  of  the  testimony  shows, 
working  poor  famihes'  median  monthly  income  was  about  $160 
higher  than  that  of  AFDC  famihes  when  you  factored  in  non-cash 
assistance. 

So  just  looking  at  that  table  on  page  9,  we  are  comparing  the 
maximum  median  income  of  $767  with  the  median  income  of  $926 
for  the  working  poor  families. 

But  there  are  some  other  points  that  need  to  be  added.  While 
working  poor  families  had  a  median  monthly  income  that  was  high- 
er than  AFDC  families,  working  poor  families  may  incur  significant 
work-related  expenses.  These  expenses  may  adversely  affect  their 
impact  on  their  ability  to  stay  employed. 

For  example,  child  care  costs  can  be  a  significant  portion  of  a 
working  famil/s  budget.  And  the  Census  Bureau  reports  that  child 
care  costs  for  a  low-income  family  that  has  to  pay  for  child  care  can 
average  $260  a  month. 

If  you  compare  $260  with  the  numbers  I  just  showed  you  on  page 
9,  you  can  see  that  that  $926  drops  pretty  dramatically  and  cer- 
tainly for  the  median  there  would  take  you  below  what  AFDC  fami- 
lies have. 

So  work  expenses  are  a  significant  issue  for  the  working  poor. 

The  two  types  of  families  that  we  examined,  these  AFDC  families 
and  working  poor  non-AFDC  families,  are  fi'equently  the  same  fam- 
ilies observed  at  different  points  in  time. 

Many  low-income  families  go  on  and  off  the  welfare  rolls  because 
of  events  that  affect  their  ability  to  work  at  a  particular  time;  for 
example,  they  lose  a  job;  the  child  care  arrangement  breaks  down; 
a  child  becomes  sick;  or  they  lose  access  to  affordable  transpor- 
tation. 

Nearly  64  percent  of  welfare  recipients  leave  AFDC  within  2 
years.  However,  between  two-thirds  and  three-quarters  of  those 
who  leave  AFDC  return  within  a  5-year  period.  So  we  have  some 
cycling  going  on.  These  families  are  not  necessarily  distinctly  dif- 
ferent groups. 

When  AFDC  recipients  move  into  the  workforce,  they  generally 
work  at  low-paying  jobs  and  incur  work-related  expenses,  as  I  said 
before. 

Some  discussions  of  changes  in  the  welfare  system  have  incor- 
porated ideas  about  how  to  reduce  the  number  of  working  poor  who 
return  to  welfare  in  addition  to  concentrating  on  ways  to  get  jobs 
and  get  welfare  recipients  back  to  work. 

Our  recent  child  care  study  found  that,  one  work-related  sup- 
port— child  care  subsidies — can  help  women  on  welfare  to  move 
into  the  workforce  and  stay  there;  for  example,  providing  a  full 
subsidy  to  mothers  who  pay  for  child  care  could  increase  the  pro- 
portion for  poor  mothers  who  work  from  29  to  44  percent,  quite  a 
dramatic  change  for  one  particular  subsidy. 

A  second  work-related  support,  the  EITC,  may  also  help  women 
stay  in  the  work  force,  and  I  explained  the  benefit  levels  of  that 
earlier. 

Just  to  conclude,  the  median  monthly  income  of  AFDC  three-per- 
son families,  a  mother  with  two  children,  was  below  the  poverty 
line  even  when  all  of  the  major  non-cash  benefits  were  added  in. 
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Working  poor  non-AFDC  families'  median  income  was  higher 
than  AFDC  families — $926  as  compared  with  $767 — but  it  still  was 
below  the  poverty  line.  Moreover,  low-wage  workers  may  incur  sig- 
nificant job-related  costs  such  as  child  care  which  could  increase 
the  number  of  them  who  are  financially  worse  off  than  AFDC  fami- 
lies. 

Two  public  supports,  child  care  subsidies  and  EITC,  can  be  im- 
portant factors  in  helping  these  women  join  and  stay  in  the 
workforce.  These  supports  may  become  more  important  under  wel- 
fare reform  as  pohcymakers  seek  changes  to  move  more  welfare  re- 
cipients fi"om  welfare  to  work. 

Mr.  Chairman,  that  concludes  my  statement.  I  would  be  happy 
to  answer  any  questions  you  or  other  Members  of  the  Committee 
may  have. 

Chairman  ROTH.  Well,  thank  you,  Ms.  Ross.  I  do  want  to  point 
out  that  in  your  testimony,  you  frequently  draw  comparisons  to  the 
poverty  hne,  and  I  notice  that  you  have  a  footnote  explaining  that 
the  Census  calculation  of  poverty  does  not  include  non-cash  assist- 
ance. 

That,  of  course,  means  that  Census  does  calculate  cash  equiva- 
lents for  such  programs  as  housing  assistance,  food  stamps,  and 
Medicaid.  Such  calculations  of  amounts  do  not  count  towards  deter- 
mining poverty  status. 

Further,  I  think  it  is  worthwhile  to  point  out  that  the  desirabihty 
of  using  the  poverty  Une  as  a  determining  factor  in  pohcymaking 
has  been  widely  debated  on  the  basis  of  regional  variations  of  cost- 
of-living  and  so  forth. 

I  make  the  point  to  make  it  clear  that  it  is  not  my  intent  in  hold- 
ing this  hearing  to  engage  in  a  debate  about  the  accuracy  or  use 
of  the  poverty  line,  but  rather  to  take  a  broad  look  at  the  current 
welfare  system  and  how  the  benefits  provided  in  the  system  com- 
pare to  incomes  of  working  famihes,  as  well  as  to  address  the 
structural  issues  we  should  consider  to  move  towards  welfare  re- 
form. 

We  will  limit  our  questions  to  10  minutes. 

Ms.  Ross,  as  I  understand  it,  your  work  and  computations  in- 
clude only  the  four  major  pubUc  assistance  programs:  AFDC,  food 
stamps,  Medicaid,  and  housing  assistance. 

Conceivably  a  family  receiving  these  benefits  could  be  eligible  for 
other  programs  such  as  the  low-cost  home  energy  assistance  pro- 
gram. 

Is  it  accurate  and  fair  to  say  that  the  figures  you  have  presented 
this  morning  are  really  minimums,  that,  in  fact,  what  you  term 
"the  monthly  median  income"  could  actually  be  higher  in  some 
cases? 

Ms.  Ross.  We  used  as  our  data  source  the  Census  Bureau  sur- 
vey, and  this  is  the  data  that  people  reported  in  terms  of  the  bene- 
fits they  received.  But  I  thiiJj:  the  Census  Bureau  restricted  its 
questions  to  those  major  categories. 

So  it  is  possible  that  people  received  additional  benefits;  as  I 
said,  things  like  Head  Start  or,  as  you  said,  the  low-income  energy 
program. 

How  much  an  actual  family  receives  would  depend  on  a  great 
many  things.  One  of  the  big  things  would  be  the  State  where  they 
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live  and  the  level  of  the  AFDC  benefit,  because  as  I  suggested,  it 
has  tremendous  variation. 

Whether  they  received  housing  assistance  would  be  another  im- 
portant factor,  because  housing  assistance  is  not  uniformly  avail- 
able across  the  country,  and  it  is  not  an  entitlement  program,  so 
some  people  receive  it,  and  others  do  not. 

So  the  specifics  of  individual  cases  could  be  very  different  from 
this  median. 

Chairman  ROTH.  And  that  is  because  there  are  a  number  of  other 
programs  for  which  they  may  or  may  not  eligible? 

Ms.  Ross.  That  is  true. 

Chairman  RoTH.  But  can  you  tell  me  how  many  other  Federal 
or  State  programs  do  exist?  Is  there  any  listing  of  those,  for  which 
they  might  be  eligible? 

Ms.  Ross.  I  am  not  aware  of  a  list  that  is  exhaustive.  What  we 
tried  to  do  is  take  the  programs  that  are  the  major  components. 
These  are  all  of  the  big-dollar  items  that  an  AFDC  family  would 
receive. 

But  there  are  many  separate  programs  that  I  have  not  counted — 
we  have  not  counted. 

For  an  overview  of  means-tested  programs,  Eind  the  programs  to 
which  AFDC  families  may  be  entitled,  see  attached  letter.  ^ 

Chairman  RoTH.  I  think  it  might  be  interesting  to  try  to  deter- 
mine what  those  programs  actually  are  and  to  what  extent  they  in- 
fluence the  so-called  median.  I  recognize  that  is  extraordinarily  dif- 
ficult. 

In  obtaining  the  monthly  median  income,  can  you  tell  me  how 
you  valued  housing  assistance  and  how  much  it  accounts  for  the 
$767? 

Am  I  correct  in  saying  that  the  value  of  housing  assistance  is  in- 
cluded in  this  figure? 

Ms.  Fagnoni.  Yes,  it  is.  One  of  the  reasons — well,  two  reasons 
why  we  picked  the  set  of  programs  that  we  did — and  by  the  way, 
it  did  include  school  lunches — was  both  because  they  were  signifi- 
cant dollar  programs,  but  also  because  the  Census  Bureau  has  in- 
cluded cash  equivalent  evaluations  in  the  database  that  we  used, 
and  in  all  cases  we  used  the  Census  Bureau's  non-cash  equivalent 
calculations. 

In  the  case  of  housing  assistance,  they  have  a  methodology  for 
developing  market  equivalent  price  for  the  assistance.  It  is  based 
on  the  location  and  variations  in  the  housing  markets  of  the  par- 
ticular places  where  people  are  receiving  assistance. 

Based  on  the  way  we  did  our  work,  we  can  tell  you,  as  we  men- 
tioned, that  about  37  percent  of  the  households  we  looked  at  re- 
ceived housing  assistance,  but  we  did  not  do,  at  this  point,  the 
analysis  to  be  able  to  show  some  specific  examples  of  how  much 
housing  assistance  particular  families  might  be  receiving  and  how 
much  of  a  difference  that  might  make  in  their  benefit  amount. 

For  this  particular  analysis,  we  provided  information  more  on 
participation  and  showing  median  income,  which  would  take  into 
account  the  variations  of  benefit  packages  people  received. 


>The  letter  appears  in  the  Appendix  on  page  245. 
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Chairman  RoTH.  Well,  again,  can  you  tell  me  how  much  the 
housing  assistance  accounts  for  the  figure  of  $767? 

Ms.  Ross.  Not  specifically — to  the  extent  that  those  37  percent 
of  the  households  received  some  type  of  housing  assistance,  that  is 
built  into  our  median  number,  but  we  do  not  have  a  breakdown  of 
the  total  households  that  receive  housing  and  how  many  total  dol- 
lars they  receive  fi"om  housing.  We  would  have  to  do  some  further 
analysis  to  provide  that  to  you. 

For  a  breakdown  of  the  median  dollar  value  of  individual  bene- 
fits, including  housing,  see  letter  mentioned  above. 

Chairman  RoTH.  Well,  I  wonder  if  you  could  supplement  your 
testimony,  because  we  would  like  to  have  more  precise  figures  on 
this  matter.  Do  you  have  any  estimate  of  what  it  costs  the  Federal 
Government  to  administer  the  many  programs  at  the  Federal  and 
State  level? 

Ms.  Ross.  I  do  not  have  such  a  figure. 

Insert  for  the  Record 

No  comprehensive  data  are  available  on  the  administrative  costs  for  the  nearly 
80  means-tested  programs  that  comprise  the  Nation's  welfare  system.  We  were  able 
to  obtain  administrative  costs  for  18  of  these  programs,  as  shown  below. 


ESTIMATED  FEDERAL  ADMINISTRATIVE  COSTS  FOR  MEANS-TESTED 
ASSISTANCE  PROGRAMS 

(Fiscal  year  1993) 


Estimated  Federal  Expenditures 

(In  millions) 

Percentage 

Benefit  category/program 

Benefit 

Admin. 

Total 

of  Total 

Aid  to  Families  with  Dependent  Children  

$12,270 

$1,487 

$13,757 

10.8 

Supplemental  Security  Income 

20,312 

1,489 

21,801 

6.8 

Foster  Care 

1,307 

1,217 

2,524 

48.2 

Adoption  assistance  

198 

74 

272 

27.2 

Assistance  to  refugees  and  Cuban/Haitian  en- 

trants (cash  components)  

62.7 

10.8 

73.5 

14.7 

Medicaid  

72.569 

2,384 

74,953 

3.2 

h/ledical  care  for  veterans  without  service-con- 

nected disability  

8,307.4 

41.5 

8,348.9 

0.5 

Indian  Health  Services  

1,476 
169.3 

49 
4.1 

1,525 
173.4 

3.2 
2.4 

Title  X  Family  Planning  Services  

Medical  assistance  to  refugees  and  Cuban/ 

Haitian  entrants 

101.3 
22,031.1 

17.4 
1 ,684.9 

118.7 
23,698 

14.7 
7.1 

Food  Stamps  

Special    Supplemental    Food    Program    for 

Women,  Infants,  and  Children  

2,196 

732 

2,928 

25 

Child  and  Adult  Care  Food  Program 

681.7 

15.3 

697 

2.2 

The  Emergency  Food  Assistance  Program  

161.5 

45.5 

207 

22 

Summer  Food  Service  Program  for  Children  ... 

205.2 

22.8 

228 

10 

Commodity  Supplemental  Food  Program  

62.3 

19.7 

82 

24 

Food  Distribution  Program  on  Indian  Reserva- 

tions   

49 

19 

68 

27.9 

Home  Investment  Partnerships  

189.1 

17.3 

206.4 

8.4 

Chairman  ROTH.  Is  that  obtainable?  One  of  the  things  in  re- 
inventing Government  that  we  do  want  to  look  at  is  how  expensive 
the  administration  of  these  programs  is.  The  fact  that  we,  at  the 
Federal  level,  have  several  different  agencies  administering  these 
programs  with  different  requirements,  obviously  it  adds  up  the  cost 
of  these  programs. 
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At  the  State  level,  it  is  my  understanding  that  many  States  have 
consolidated  the  administration  in  a  single  unit,  so  that  they  are 
so-called  "one-stop".  So  I  would  be  interested  in  arriving  at  what 
extent  these  programs  are — or  the  administration  of  these  pro- 
grams are,  eating  up  the  funds  made  available. 

Ms.  Ross.  We  will  be  glad  to  get  that  for  you. 

Insert  for  the  Record 

In  published  GAO  reports  and  testimonies,  we  have  identified  several  ex- 
amples of  program  overlap  which  contribute  to  higher  administrative  costs. 
These  include  employment  training,  food  assistance,  and  early  childhood 
programs.  However,  the  administrative  costs  associated  with  overlapping 
means-tested  programs  cannot  be  readily  quantified.  In  our  review  of  em- 
ployment training  programs,  for  example,  we  found  that  the  estimates  of 
administrative  costs  ranged  from  as  low  as  7  percent  for  some  programs  to 
as  high  as  15  or  20  percent  for  others.  At  the  Federal  level,  most  agencies 
cannot  adequately  track  their  administrative  costs  by  program.  However, 
given  the  many  Federal,  State,  and  local  agencies  involved  in  administering 
these  programs,  we  believe  the  administrative  costs  are  substantial. 

Chairman  ROTH.  The  example  you  used  for  working  households 
not  receiving  public  assistance  was  based  on  1.25  times  the  mini- 
mum wage  and  below.  And  I  understand  it  was  necessary  in  order 
to  use  actual  rather  than  hypothetical  numbers. 

But  my  question  is  this,  Ms.  Ross:  Given  the  facts,  is  it  fair  to 
say  that  there  are,  in  fact,  working  households  who  do  not  receive 
public  assistance  at  lower  incomes  than  you  presented?  For  exam- 
ple, are  there  families  with  minimum  wage  incomes  not  receiving 
public  assistance  from  the  four  programs  on  which  you  based  your 
calculations? 

Ms.  Ross.  That  is  what  our  data  showed,  that  there  were  such 
families,  not  receiving  AFDC  and  some  of  them  not  receiving  food 
stamps  or  housing  assistance  either. 

Chairman  RoTH.  So,  in  fact,  what  we  have  created  through  the 
array  of  programs  is  a  welfare  system  where  people  on  welfare, 
who  do  not  work,  can  actually  be  as  well  off — and  factoring  in 
work-related  expenses — better  off  financially  than  people  who  are 
working  and  receiving  no  public  assistance;  is  that  correct? 

Ms.  Ross.  Yes,  that  is  correct. 

Chairman  RoTH.  And  would  you  say  that  gives  credence  to  the 
view  that  for  at  least  some  portion  of  families  receiving  public  as- 
sistance from  all  of  the  major  programs,  as  well  as  benefits  from 
some  of  the  others  like  energy  assistance,  that  the  potential  bene- 
fit, in  and  of  itself,  is  a  disincentive  to  work? 

Ms.  Ross.  I  would  say  it  is.  And  there  are  studies  that  suggest 
that  benefit  levels  have  an  effect  on  work,  that  the  higher  a  benefit 
level  is,  the  greater  the  work  disincentive.  So  I  think  there  is  evi- 
dence that  that  can  be  the  case. 

Chairman  Roth.  I  know  that  the  whole  question  of  work  incen- 
tives versus  disincentives  has  historically  been  and  continues  to  be 
a  matter  of  great  debate.  Yet  as  I  understand  it,  AFDC  families 
with  earnings,  even  given  program  offsets  to  earn  income,  are  still 
better  off  than  those  who  do  not  have  earnings;  is  that  correct? 

Ms.  Ross.  That  can  be  the  case;  yes,  sir. 

Chairman  RoTH.  Even  so,  a  very  small  percentage  of  AFDC  re- 
cipients work.  I  think  the  number  you  cited  was  6  percent? 
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Ms.  Ross.  Yes,  sir. 

Chairman  RoTH.  In  your  opinion,  is  that  attributable  to  the  fact 
that  marginal  income  gains  alone  are  not  a  sufficient  inducement 
to  work?  Do  you  know  what  the  marginal  gains  are  on  average? 

Ms.  Ross.  Well,  I  think  I  can  tell  you  a  little  bit  about  what  hap- 
pens if  you  are  on  AFDC  and  you  begin  to  work. 

First  of  all,  after  very  few  months,  your  AFDC  benefits  are  offset 
against  your  earnings  dollar  for  dollar. 

Second,  after  a  year  of  working,  you  will  lose  your  Medicaid  as 
you  work  your  way  off"  AFDC. 

So  there  are  some  very  significant  issues  about  benefits  you  lose 
and  about  the  rate  at  which  you  lose  your  AFDC  income.  And  as 
we  said  before,  you  may,  as  you  work,  then  also  gather  these  other 
expenses  like  child  care,  which  might  or  might  not  be  reimbursed. 

So  there  are  terrific  costs  to  some  of  these  people  of  moving  into 
the  workforce. 

The  earned  income  tax  credit,  on  the  other  hand,  can  make  a  sig- 
nificant difference  for  low-income  workers  because  it  can  add  as 
much  as  about  $1.75  to  the  minimum  wage  per  hour.  So  that  is 
working  in  the  other  direction. 

Chairman  RoTH.  My  time  is  up.  Senator  Cohen. 

Senator  COHEN.  Mr.  Chairman,  Senator  Cochran  has  joined  us, 
and  perhaps  he  has  a  statement  that  he  would  like  to  make. 

OPENING  STATEMENT  OF  SENATOR  COCHRAN 

Senator  CoCHRAN.  Oh,  you  are  kind.  I  have  a  statement,  Mr. 
Chairman.  I  will  just  ask  unanimous  consent  to  put  that  in  record, 
so  as  not  to  delay  the  questions  of  the  panel.  Thank  you. 

Chairman  ROTH.  Without  objection. 

[The  prepared  statement  of  Senator  Cochran  follows:] 

PREPARED  STATEMENT  BY  SENATOR  COCHRAN 

Mr.  Chairman,  I  want  to  thank  you  for  holding  this  important  hearing  on  the  re- 
structuring and  downsizing  government.  If  any  area  of  our  government  can  benefit 
from  restructuring  it  is  our  welfare  programs.  True  welfare  reform  must  be  one  of 
the  many  successful  legacies  of  the  104th  Congress. 

Mississippi  is  one  of  the  few  States  that  has  had  an  actual  decrease  in  welfare 
caseload.  But,  as  in  many  other  States,  we  have  far  too  large  a  percentage  of  our 
total  State  population  who  are  potentially  productive  citizens,  but  who  are  living 
and  raising  their  children  in  poverty.  Many  welfare  recipients  are  trapped  in  an  en- 
vironment where  it  is  unlikely  that  they  will  gain  an  appreciation  of  the  value  of 
a  job  or  enjoy  the  personal  satisfaction  and  confidence  gained  from  being  self-suffi- 
cient. 

Most  who  are  living  under  these  conditions  want  a  much  different  life  for  them- 
selves and  their  children.  But  there  has  been  little  encouragement,  and,  too  many 
have  no  hope  at  all.  It  is  that  human  condition  of  despair  and  hopelessness  that 
we  must  change. 

Virtually  everyone  agrees  that  there  are  many  deficiencies  in  our  welfare  system 
that  need  to  be  corrected.  Meaningful  reform  must  emphasize  the  importance  of  pa- 
rental support  for  children,  the  value  of  work,  and  individual  responsibility.  There 
is  also  broad  agreement  on  the  responsibility  of  the  State  to  provide  adequate  and 
sensitive  help  to  those  who  are  unable  to  provide  for  their  own  needs. 

It  is  important  to  provide  encouragement  and  incentives  for  those  who  want  to 
be  more  self-sufficient  and  provide  a  good  life  for  their  children.  But,  for  those  capa- 
ble, yet  unwilling  to  help  themselves,  benefits  and  assistance  simply  should  not  be 
available  in  perpetuity. 

In  some  ceises,  welfsu-e  recipients  have  a  greater  economic  incentive  to  remain  on 
welfare  than  to  work.  In  order  to  break  out  of  this  situation,  we  must  either  find 
ways  to  increase  the  ability  of  those  on  welfare  to  earn,  or  cut  welfare  benefits.  The 
key  is  to  make  working  a  more  economically  rewarding  choice.  And,  we  must  find 
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a  way  to  aid  needy  children  without  diminishing  parental  responsibility,  and  pro- 
vide needed  benefits  to  those  who  are  unable,  through  no  fault  of  their  own,  to  take 
care  of  themselves. 

I  believe  our  efforts  to  reform  welfare  should  be  centered  on  giving  more  flexibility 
for  State  governments  to  experiment  and  implement  their  own  ideas  for  reform. 
Many  good  ideas  are  being  developed  and  adopted  by  State  legislatures.  There  is 
not  one  program  that  fits  all  situations.  States  should  not  have  to  come  to  Washing- 
ton to  ask  for  permission  to  try  and  solve  the  problems  in  our  welfare  system.  We 
must  give  States  and  local  governments  additional  flexibility  to  move  welfare  recipi- 
ents into  the  mainstream  of  America. 

Some  argue  the  Federal  Government  should  "fix"  welfare  before  turning  it  back 
over  to  the  States.  An  effort  was  made  in  1988  with  the  passage  of  the  Family  Sup- 
port Act.  However,  since  1988,  the  number  of  welfare  recipients  has  increased  rap- 
idly. Last  month,  the  General  Accounting  Office  (GAO)  reported  that  only  11  per- 
cent of  the  4.6  million  parents  who  receive  Aid  for  Families  with  Dependent  Chil- 
dren (AFDC)  participate  monthly  in  any  of  the  education,  training  or  job  search  pro- 
grams set  up  by  the  Family  Support  Act. 

Other  earlier  efforts  at  the  Federal  level  to  reform  welfare  have  failed  to  achieve 
the  results  which  were  anticipated.  It  is  now  time  to  try  a  fundamentally  different 
approach  by  allowing  States  maximum  flexibility  to  develop  better  programs.  In  ex- 
change for  flexibility,  the  Federal  Government  should  demand  only  results,  that  the 
States  succeed  in  reducing  welfare  rolls,  moving  recipients  into  the  job  market,  and 
at  the  same  time  making  sure  that  those  who  are  unable  to  care  for  themselves  are 
given  the  support  they  need. 

After  a  substantial  delay,  Mississippi  received  waivers  from  the  Departments  of 
Agriculture  and  Health  and  Human  Services  to  implement  a  number  of  innovative 
welfare  reforms.  These  reforms  concentrate  on  moving  people  from  welfare  to  work. 
For  example,  in  six  pilot  counties,  participating  businesses  will  be  given  $3.25  an 
hour  in  AFDC  and  food  stamp  payments  as  an  incentive  to  hire  welfare  recipients. 
The  companies  will  be  required  to  pay  the  additional  amount  needed  to  bring  the 
recipient's  salary  up  to  the  Federal  minimum  wage.  Welfare  recipients  receive 
Earned  Income  Tax  Credit  (EITC),  which  could  total  up  to  40  percent  to  their  yearly 
wages,  and  free  child  care  while  they  participate  in  the  program.  Able-bodied  recipi- 
ents who  fail  to  show  up  for  work  in  the  program  will  not  be  paid  any  welfare  bene- 
fits. 

This  is  just  one  example  of  the  kind  of  State-initiated,  creative  approach  that  we 
need  to  try. 

Americans  are  a  compassionate  people.  We  want  to  see  those  in  need  helped.  But 
our  current  system  is  failing  the  taxpayers,  the  recipients  and  our  society  as  a 
whole.  Fundamental  change  is  needed  and  needed  soon.  I  look  forward  to  hearing 
from  our  witnesses  today  on  these  important  issues. 

Senator  Cohen.  Mr.  Chairman,  I  just  have  a  couple  of  quick 
questions. 

Ms.  Ross,  in  your  testimony,  you  indicated  that  AFDC  benefits, 
obviously,  vary  from  State  to  State. 

Ms.  Ross.  Yes,  sir. 

Senator  COHEN.  And,  in  fact,  they  generally  tend  to  increase  with 
the  increase  in  the  size  of  the  family.  And  some  recommendations 
would,  in  fact,  prohibit  an  increase  in  the  benefits  that  would  cor- 
respond in  the  family  membership  as  such,  in  order  to  discourage 
more  children  born  out  of  wedlock. 

Do  you  have  any  information  in  terms  of  whether  there  is  an 
AFDC  family  cap,  or  a  maximum  that  has  been  imposed  by  the 
States?  Do  you  have  any  information  in  terms  of  whether  States 
do,  in  fact,  have  a  maximum  cap? 

Ms.  Ross.  Senator  Cohen,  I  do  not  know  the  answer  to  that  ques- 
tion. I  know  that  as  additional  children  are  added  to  the  benefit, 
the  family's  benefit,  the  dollars  are  reduced.  But  I  think  Mary  Jo 
Bane  is  probably  a  better  person  to  ask,  or  I  will  be  glad  to  get 
back  to  you  with  the  information. 

Senator  Cohen.  All  right,  thank  you,  fair  enough. 
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Many  times — or  most  times,  I  should  say — that  we  do  not  include 
the  disability  programs  within  the  discussion  of  welfare  reform — 
the  means-tested  SSI  program,  for  example,  and  the  other  disabil- 
ity programs — but,  in  fact,  the  disability  payments  currently  are 
higher  than  AFDC,  food  stamps,  and  the  earned  income  tax  credit 
combined,  are  they  not? 

Ms.  Ross.  Yes,  sir. 

Senator  Cohen.  In  fact,  between  the  years  of  1988  and  1993,  the 
disability  insurance  and  SSI  payments  went  from  $31.1  billion  to 
$52.3  billion,  about  a  68  percent  increase. 

I  was  wondering  if  you  could  talk  a  bit  about  what  sort  of  reha- 
bilitation programs  are  underway  within  the  disability  programs? 

I  mentioned  before — and  you  were  very  helpful  in  working  the 
issue  with  drug  addiction  and  alcoholism — I  am  not  talking  about 
that  now;  I  am  talking  about  the  disability  programs  for  people 
who  have  either  a  physical  or  mental  impairment — what  has  been 
the  record  to  date  of  success  of  moving  those  individuals  off  of  dis- 
ability back  into  the  workforce? 

My  understanding  is  that  many  of  those  beneficiaries  actually 
complain  about  being  trapped  in  the  disability  programs  and  not 
being  able  to  get  back  into  the  workforce. 

Do  you  have  any  information  you  could  share  with  us  about  the 
success  or  viability  of  rehabilitation  programs  within  the  SSI  and 
disability  insurance  programs? 

Ms.  Ross.  Yes,  I  do.  The  rate  of  return  to  work  in  the  disability 
insurance  program  is  about  6  percent.  It  would  seem  to  be  very 
low. 

We  are  doing  a  body  of  work  now  trying  to  look  at  this  issue 
about  whether  rehabilitation  comes  so  far  at  the  end  of  the  disabil- 
ity determination  process  that  it  would  be  unthinkable  for  people 
to  have  spent  a  year  or  a  year  and  a  half  getting  onto  the  program 
and  then  turn  around  and  say:  I  think  I  will  start  being  rehabili- 
tated; whether  they  have  invested  so  much  in  beUeving  themselves 
to  be  disabled  that  they  cannot  think  yet  about  rehabilitation.  So 
we  are  looking  at  other  ways  to  put  rehabilitation  in  a  different 
place  in  the  process. 

But  some  of  the  same  issues  that  I  was  just  talking  with  Senator 
Roth  apply  here  as  well,  about  the  marginal  benefits  of  working. 
It  is  an  important  issue  in  the  disability  insurance  and  the  SSI  pro- 
grams as  well.  There  are  significant  benefit  offsets.  It  very  quickly 
gets  to  a  dollar-for-doUar  offset,  and  again  you  lose  your  medical 
insurance.  So  some  of  the  same  issues  are  raised  there  as  here. 

Senator  COHEN.  That  is  all  I  have  now,  Mr.  Chairman. 

Chairman  ROTH.  Senator  Lieberman. 

Senator  LiEBERMAN.  Thank  you,  Mr.  Chairman,  and,  Ms.  Ross, 
thank  you. 

Your  report  confirms,  I  suppose,  what  would  be  popular  suspicion 
and  in  that  sense  validates  other  studies  that  have  been  done  that 
show  that  on  a  purely  economic  basis,  for  the  average  person  on 
welfare,  it  does  not  make  sense  to  go  to  work;  that  is  to  say,  if  you 
are  just  looking  at  the  immediate  income  impact  of  that. 

Obviously  there  are  other  factors  in  the  economics.  I  mean,  pre- 
sumably one  is  pride;  the  other  is  that  in  the  welfare  system  you 
are  only  going  to  go  so  far. 
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If  you  go  into  the  work  system,  you  have  a  chance  of  upward  mo- 
bihty,  although  I  know,  as  you  have  said — and  this  is  a  sad  fact — 
that  the  number  of  people  who  go  from  AFDC  to  work  and  then 
come  back  to  AFDC  is  large,  two-thirds  to  three-quarters,  I  think 
you  said,  and  that  confirms  what  we  have  heard. 

My  first  question  is — and  I  would  add  one  other  thing,  I  guess, 
which  is  that  there  are  at  least  two  obvious  ways  I  can  think  of 
that  one  might  alter  this  equation — that  there  is  not  much  of  an 
income  incentive  for  people  on  welfare  to  go  to  work — and  one  is 
to  make  the  wages  of  the  working  poor  better.  And  at  the  risk  of 
seeming  to  follow  too  closely  on  last  night's  Presidential  address, 
one  way  to  do  that  would  be  to  increase  the  minimum  wage. 

The  other  would  be,  of  course,  to  lower  some  of  the  benefits  of 
people  on  welfare,  and,  in  fact,  that  is,  I  presume,  one  of  the  rea- 
sons why  some  have  called  for  the  end  of  the  AFDC  program,  as 
a  side  question  as  to  what  our  responsibility  is  to  the  children  who 
remain  after  we  get  rid  of  AFDC. 

But  one  effect  it  clearly  has  is  to — I  mean,  to  say  the  obvious — 
is  to  broaden  the  income  difference  between  those  on  AFDC,  which 
at  that  point  presumably  would  be  zero,  and  those  who  work,  and 
I  think  that  all  of  that  has  to  be  explored  because  of  the  sad,  dis- 
mal state  of  the  current  welfare  system,  and  all  of  those  should  be 
tested,  as  I  indicated  earlier. 

Are  there  any  studies  that  you  are  aware  of — and  maybe  this 
goes  out  of  your  specific  focus — that  give  us  an  indication  of  how 
important  the  income  differentials  that  you  have  described  are — in 
other  words,  maybe  how  important  is  the  income  difference  be- 
tween being  on  welfare  and  going  to  work  as  opposed  to  pride  of 
not  being  on  welfare  as  opposed  to  the  thought  that  if  you  get  into 
the  work  system,  you  have  to  go  not  only  to  the  minimum  wage  but 
higher? 

Are  you  aware  of  studies  of  that  kind? 

Ms.  Ross.  I  am  not  aware  of  anything  that  addresses  exactly 
what  you  are  talking  about.  I  can  tell  you  two  things,  though,  from 
our  work  in  this  area. 

One  of  them  is  that  over  the  past  several  years  the  welfare  pro- 
grams have  moved  from  just  examining  these  issues  of  incentives 
to  trying  to  change  the  attitude  both  welfare  workers  and  welfare 
recipients  have  toward  welfare,  which  is  that  it  is  to  be  temporary, 
a  transitional  period,  and  that  you  will  be  required  to  move  along, 
and  that  even  if  maybe  your  first  job  is  not  all  that  you  want  in 
terms  of  income,  that  subsequent  jobs  may  be  higher  paying.  That 
is  certainly  one  of  the  reasons  that  the  JOBS  program  has  been 
emphasizing  training  during  a  period  before  moving  you  along. 

I  am  not  trying  to  debate  at  all  whether  incentives  are  important 
or  unimportant,  just  trjdng  to  say  that  some  of  the  philosophy,  es- 
pecially behind  the  1988  Family  Support  Act,  was  to  kind  of  give 
people  some  encouragement,  a  shove,  if  you  will. 

Aiid  then  the  other  point  was  what  you  brought  up  earlier  about 
this  very  fragile  population  of  the  working  poor. 

Senator  Lieberman.  Right. 

Ms.  Ross.  The  kinds  of  supports  you  can  give  those  people  in 
terms  of  child  care  subsidies  or  the  earned  income  tax  credit  may 
be  a  way  to  help  people  who  have  moved  off  stay  off. 
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Senator  LlEBERMAN.  Absolutely.  So  it  is  not  just  a  question  of  the 
minimum  wage,  but  the  supplementary  benefits  such  as  the  earned 
income  tax  credit  program  for  the  working  poor  can  be  very  impor- 
tant. 

And  as  you  have  pointed  out,  the  thing  that  brings  the  median 
income  of  the  working  poor  below  the  median  income  of  welfare  re- 
cipients is  the  median  cost  of  child  care  for  working  families,  so 
that  the  working  poor  virtually  end  up  under.  Therefore  a  child 
care  subsidy  of  some  kind  for — or  at  least  a  transitional  subsidy  for 
child  care,  as  you  have  found,  is  one  of  the  things  that  works  to 
encourage  welfare  recipients  off  of  welfare  into  work. 

How  significant  is  the  availability  of  Medicaid  to  people  on  wel- 
fare as  they  make  a  decision  as  to  whether  to  go  to  work  and  lose 
the  Medicaid? 

Ms.  Ross.  We  did  not  do  any  particular  work  on  that  topic. 

Senator  LlEBERMAN.  OK.  Let  me  ask  a  more  general  question, 
since  my  approach  to  this  problem  has  been  to  try  to  figure  out 
what  works  here,  and  then  when  we  find  something  that  works, 
use  it  nationally. 

In  your  studies,  what  successes — what  successful  programs  do 
you  see — have  you  seen  that  will  get  people  fi*om  welfare  to  work? 

Ms.  Ross.  Well,  we  have  just  finished  work — or  are  almost  fin- 
ished, I  should  say,  with  some  work  that  was  looking  particularly 
at  the  JOBS  program,  which  is  the  training  component  for  AFDC. 

Senator  LlEBERMAN.  Right. 

Ms.  Ross.  And  one  of  the  things  that  was  a  little  discouraging 
to  us  was  first  of  all  the  fact  that  the  AFDC  was  not  collecting  data 
on  how  many  people  were  actually  leaving  the  program  and  going 
to  work. 

And  the  second  is  that  the  States  were  not  being  held  account- 
able at  all  in  terms  of  their  payments  for  those  kinds  of  outcomes. 

So  I  am  not  exactly  yet  answering  the  question  of  what  works, 
but  what  is  of  concern  to  us,  and  that  is  that  this  program  that  is 
supposed  to  help  put  people  into  the  workforce  has  not  told  the 
States  in  a  way  that  is  meaningful  to  them  that  they  are  going  to 
hold  the  States  accountable. 

While  we  were  doing  the  work  for  this  particular  study,  I  had  the 
opportunity  to  visit  the  welfare  and  JOBS  program  in  Riverside, 
Cgdifomia,  which  has  gained  great  notoriety. 

Senator  LlEBERMAN.  Yes.  What  did  you  think? 

Ms.  Ross.  What  we  observed  and  what  the  data  show  is  that 
when  you  change  the  atmosphere  in  a  welfare  office,  when  people 
have  laid  on  them  from  the  very  beginning  this  expectation  that 
they  are  to  go  to  work — some  of  them  need  help,  some  sort  of  edu- 
cation and  training  first — but  that  the  idea  is  to  get  off  welfare  as 
soon  as  you  can,  it  meikes  a  difference.  That  particular  area  has  a 
higher  rate  of  return  to  work  than  other  places  that  were  studied. 

Senator  LlEBERMAN.  And  let  me  understand.  That  is  because 
there  is  pressure  fi*om  the  beginning  to  go  back  to  work,  that  they 
know  they  are  going  to  be  on  there?  Do  they  have  a  time  limit? 

Ms.  Ross.  No,  but  there  is  an  expectation  both  among  the  work- 
ers and  among  the  recipients  that  work  is  the  outcome. 

Senator  LlEBERMAN.  So  they  have  changed  the  focus  there. 

Ms.  Ross.  Yes,  sir. 
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Senator  LlEBERMAN.  And  that  does  work.  And  the  other,  just  to 
restate,  the  one  point  that  you  make  in  your  printed  testimony  is 
the  study  that  found  that  one  work-related  support,  namely  child 
care  subsidies,  can  help  women  on  welfare  move  into  the  workplace 
and  stay  there.  For  example,  providing  a  full  subsidy  to  mothers 
who  pay  for  child  care  could  increase  the  number  of  poor  mothers 
who  work  from  29  to  44  percent. 

Now  in  this  field,  that  is  a  pretty  significant  success  rate.  Would 
you  say  that  provision  of  child  care  subsidies  is  the  most  effective 
program  that  you  have  looked  at  in  terms  of  inducing  the  move 
fi"om  welfare  to  work? 

Ms.  Ross.  We  did  not  do  this  in  a  way  that  could  tell  us  which 
was  relatively  the  most  important.  You  probably  expected  me  to 
say  that. 

But  that  is  a  very  substantial  increase,  and  it  certainly  seems  as 
if  it  gets  close  to  the  top  of  the  list. 

Senator  LlEBERMAN.  OK.  A  final  question:  You  mentioned — and 
we  are  all  familiar  with  this  from  our  various  States — that  there 
are  wide  variations  in  AFDC  benefits  given  by  various  States. 

Are  there  studies  or  has  GAO  been  involved  in  studies  or  do  you 
know  from  your  experience  about  the  state  of  wisdom  on  the  ques- 
tion of  whether  welfare  recipients  or  potential  welfare  recipients 
shop  fi'om  jurisdiction  to  jurisdiction,  State  to  State,  to  go  to  States 
that  offer  more  or  have  less  onerous  requirements? 

Ms.  Ross.  We  have  not  done  any  work  on  that  topic. 

Senator  LlEBERMAN.  I  have  not  heard  that  discussed,  although  it 
is  certainly  common  wisdom.  Maybe  some  of  the  other  witnesses 
can  testify  to  that  point. 

There  was  a  time  when  I  was  in  the  State  legislature  in  the 
1970s  when  Connecticut  and  a  lot  of  other  States  were  passing 
residency  requirements  which  were  based  on  the  presumption  that 
because  we  had  a  higher  AFDC  benefit  level  that,  in  fact,  we  were 
becoming  a  magnet  for  welfare  recipients. 

I  thank  you  for  your  report. 

Thank  you,  Mr.  Chairman. 

Chairman  ROTH.  Senator  Cochran. 

Senator  CoCHRAN.  Mr.  Chairman,  thank  you  very  much. 

One  question  I  have  is  whether  or  not  you  agree  with  the  general 
approach  that  some  are  suggesting,  and  that  is  that  we  give,  as  a 
centerpiece  of  any  Federal  welfare  reform  effort,  more  flexibility  to 
State  Governments  to  have  pilot  programs  where  they  experiment, 
and  try  to  implement  some  of  the  ideas  that  are  now  being  dis- 
cussed among  the  National  Governors  Association,  and  some  States 
have  even  tried  already. 

What  is  your  reaction  to  that  as  a  point  of  emphasis  for  any  Fed- 
eral welfare  reform  initiatives? 

Ms.  Ross.  I  think  that  encouraging  flexibility  in  various  propos- 
als in  order  to  experiment  probably  will  help  us  to  discover  what 
works,  what  problems  crop  up  that  nobody  thought  of. 

I  think  it  is  important  that  when  we  do  that,  we  do  it  in  a  way 
so  that  we  really  understand  the  results  that  we  have,  that  we 
have  some  sort  of  study  that  goes  along  with  the  experiment,  so 
that  we  really  can  be  sure  that  the  effect  that  we  see  was  the  re- 
sult of  the  particular  change. 
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I  think  in  terms  of  flexibility  there  is  another  kind  of  flexibihty 
that  could  be  encouraged,  and  that  is,  there  are  so  many  narrow 
programs  that  make  service  delivery  very  difficult,  and  some  way 
of  consolidating  groups  of  programs  might  be  very  helpful. 

I  have  one  particular  example,  and  that  again  goes  back  to  child 
care.  There  are  four  child  care  programs  that  basically  are  tapped 
into  by  low-income  families.  They  all  have  different  payment  rates; 
they  have  different  rules. 

And  you  can  get  to  the  point  where  you  have  left  welfare,  and 
you  are  on  one  of  these  child  care  programs,  and  then  you  lose  your 
job,  through  no  fault  of  your  own,  and  that  particular  child  care 
program  will  not  give  you  child  care  to  look  for  another  job.  And 
so  there  you  are;  you  worked  yourself  off  welfare,  but  you  need 
child  care,  so  maybe  you  end  up  going  back  onto  the  welfare  system 
so  you  can  go  look  for  work  again. 

That  is  not  sensible.  A  flexibility  that  takes  clusters  of  those 
kinds  of  programs  and  broadens  them  some  would  be  another  use- 
ful kind  of  flexibility,  I  think. 

Senator  LlEBERMAN.  I  noticed  that  when  you  talked  about  the 
disparity  among  the  States  in  terms  of  dollar  value  of  the  benefit 
under  AFDC  from  one  State  to  another,  it  illustrated  to  me  that 
the  effort  that  some  are  suggesting  that  we  have  a  new  Federal 
welfare  reform  program,  that  we  need  to  take  into  account  the  dif- 
ferences that  exist  throughout  the  States,  and  these  are  pretty  dra- 
matic, and  you  mentioned  the  $120  per  month  AFDC  benefit  in 
Mississippi  as  compared  with  the,  what,  about  $900  a  month  in 
Alaska? 

Ms.  Ross.  In  Alaska,  yes,  sir. 

Senator  Cochran.  And  I  suppose  the  cost  of  living,  cultural  dif- 
ferences from  one  part  of  the  country  to  another,  help  explain  some 
of  these  things,  and  the  financial  abilities  of  some  States  to  meet 
these  needs. 

I  know  in  my  State  we  would  be  hardpressed  to  assume  all  of 
the  Federal  responsibilities  in  Mississippi  to  pay  for  the  dollar 
costs  of  all  the  Federal  programs  that  some  are  suggesting  should 
be  turned  over  to  the  States.  That  would  be  fine  in  terms  of  the 
administration  of  the  programs,  but  the  financial  support  for  all  of 
them,  just  converting  dollars  fi'om  Federal  dollars  to  State  dollars 
would  be  an  impossibility  in  some  States  that  are  just  not  as  well 
off  financially  as  other  States. 

What  is  your  reaction  to  that  suggestion?  I  know  that  it  is  gain- 
ing in  popularity  among  some  here  in  the  Senate.  For  example, 
some  suggest  we  simply  shift  the  costs,  the  responsibility  for  pay- 
ing benefits,  fi"om  the  Federal  to  the  State  Governments. 

Ms.  Ross.  Are  you  talking  about  something  like  a  block  grant? 

Senator  CoCHRAN.  Well,  just  what  I  said.  I  am  not  trjang  to  use 
buzzwords. 

Ms.  Ross.  OK. 

Senator  CoCHRAN.  Just  plain  English. 

Ms.  Ross.  Well,  I  think  you  have  put  your  finger  on  one  of  the 
concerns,  and  that  is  the  financial  capacity  of  various  States,  then 
perhaps  the  willingness  as  well,  but  certainly  the  financial  capacity 
of  States  to  be  able  to  pick  up  these  burdens. 
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And  if  you  are  talking  about  programs  for  low-income  people 
where  the  numbers  rise  and  fall,  depending  in  part  on  the  economic 
situation,  you  will  have  States  in  a  very  vulnerable  position  if  their 
economies  should  turn  bad.  You  have  more  people  who  are  in  need 
and  less  revenue. 

So  it  puts  the  States  in  a  very  risky  position. 

Senator  CoCHRAN.  Having  asked  you  that,  it  seems  to  me  that 
some  recent  experiences  are  also  helpful  for  us  to  consider.  I  know 
there  are  about  22  States  or  thereabouts  that  have  already  enacted 
legislative  reforms  or  changes  in  the  welfare  system,  trying  to  move 
those  who  are  able-bodied,  or  who  ought  to  be  in  some  kind  of  job 
training  experience,  off  of  the  welfare  rolls  onto  the  tax  rolls. 

But  what  is  being  encountered  in  these  efforts  is  the  necessity 
to  come  to  Washington  and  get  permission  to  waive  the  require- 
ments of  certain  Federal  laws  or  regulations,  so  they  can  imple- 
ment these  newly  enacted  reforms. 

In  my  State,  it  took  months  and  months  and  months  of  very  hard 
work  to  just  get  the  permission  of  all  the  Federal  agencies  and  de- 
partments to  implement  a  small  welfare  reform  pilot  program. 

It  seems  to  me  that  is  something  that  frustrates  the  efforts  of  the 
States  to  develop  some  new  approaches.  We  finally  did  get  permis- 
sion. Secretary  Shalala  called  me  at  home  in  Mississippi  during  the 
Christmas  holidays  to  tell  me  that  the  final  hurdle  had  been 
crossed  and  overcome  and  that  Mississippi  could  implement  its 
welfare  reform  program.  And  it  was  enacted  last  year,  early  last 
year. 

The  Department  of  Agriculture  had  to  approve  a  cash-out  of  food 
stamps  in  certain  circumstances.  The  Department  of  Labor  had  to 
approve  and  give  waivers  for  things  that  were  considered  by  some 
violations  of  wage  and  hour  laws.  And  HHS  had  to  give  approval 
for  some  of  these  changes  as  well. 

And  some  were  suggesting  that  it  was  all  politics,  that  the  Demo- 
cratic Administration  did  not  want  the  Republican  Governor  to  get 
any  credit  for  a  welfare  reform  program.  I  do  not  know  whether 
that  was  true  or  not.  But  that  was  beginning  to  be  the  suspicion 
back  in  my  State,  that  it  was  a  situation  where  politics  was  getting 
involved,  and  never  mind  the  merits  of  the  program.  You  had  the 
Democrats  and  the  Republicans  fighting  over  whose  welfare  reform 
approach  is  better. 

I  think  a  lot  of  people  are  getting  sick  and  tired  of  all  of  that. 
And  what  they  want  us  to  do  here  in  Washington  is  work  together 
to  try  to  come  up  with  common-sense  proposals  to  improve  the  sys- 
tem and  forget  who  gets  credit  for  it,  whether  it  is  the  Republican 
Congress  or  the  Democrat  Administration. 

And  frankly  I  think  that  is  something  we  ought  to  seriously  con- 
sider and  work  very  hard  to  overcome  and  meet  the  challenge  of 
developing  a  program  that  works  for  the  welfare  recipients  who 
need  a  better  program,  but  is  also  sensitive  to  those  who  do  not 
have  the  ability  to  care  for  themselves. 

Now  the  debate  seems  to  be  centered  around  the  able-bodied. 
There  are  a  lot  of  people  on  welfare  who  are  not  able  to  provide 
for  themselves,  those  who  are  blind,  those  who  are  disabled  in 
some  other  way,  and  infants  and  children. 
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I  know  the  President's  program  is  supposed  to  move  about  20 
percent  of  the  people  off  welfare  into  jobs.  That  is  the  goal,  I  am 
told,  in  the  briefing  papers  that  I  have  read.  And  it  is  going  to  cost 
an  additional  $9  billion  to  implement  the  welfare  reform  program 
of  the  Administration. 

Have  you  looked  at  these  numbers,  and  are  they  correct?  Do  you 
have  any  basis  on  which  to  judge  whether  that  is  an  accurate  as- 
sessment of  the  President's  proposal? 

Ms.  Ross.  We  did  not  take  their  numbers  and  try  and  scrub 
them  to  see  if  we  would  come  up  with  the  same  thing. 

But  we  have  done  a  lot  of  work  in  the  area  of  welfare  reform. 
And  it  is  clear  to  us  that  if  you  are  going  to  move  significantly 
greater  numbers  of  people  through  the  welfare  system,  train  them, 
give  them  the  kind  of  child  care  or  transportation  help  they  need 
while  they  are  being  trained  and  then  move  them  out,  that  it  will 
cost  more  money,  because  you  are  trying  to  take  larger  sets  of  peo- 
ple, and  you  are  probably  dipping  down  into  people  who  are  more 
difficult  to  serve  than  the  people  you  are  now  serving  in  the  JOBS 
program. 

So  I  cannot  speak  to  the  particular  number,  but  it  is  clear  that 
it  would  cost  more  money,  if  you  are  going  to  take  larger  groups 
of  people  and  move  them  into  work. 

Senator  CoCHRAN.  One  final  observation.  I  see  the  red  light  has 
come  on. 

I  know  that  before  we  implement  a  new  Federal  welfare  reform 
program,  we  ought  to  see  what  is  working  out  in  the  States.  I  know 
that  Wisconsin  has  a  program  and  a  lot  of  other  States.  Oregon  has 
a  program.  Mississippi  now  has  a  pilot  program  in  place.  And  it 
may  be  that  the  smartest  thing  to  do  would  be  to  say  to  other 
States:  You  can  adopt  some  pilot  programs  and  demonstration  pro- 
grams, too;  we  encourage  that.  And  then  let  us  have  a  Federal 
study  of  what  is  going  on  out  there  before  we  jump  out  and  get 
ahead  of  the  program  and  do  something  that  is  going  to  cost  $9  bil- 
lion, like  the  President's  program,  if  that  is  true,  without  knowing 
what  we  are  doing. 

Well,  thanks  very  much.  You  have  been  very  helpful. 

Chairman  ROTH.  Senator  Levin. 

OPENING  STATEMENT  OF  SENATOR  LEVIN 

Senator  Levin.  Thank  you,  Mr.  Chairman.  I  have  a  brief  opening 
statement  before  I  have  questions  of  our  witnesses. 

I  am  hopeful  that  the  104th  Congress  will  find  a  way  to  get  peo- 
ple off  welfare  into  jobs,  in  the  private  sector  if  possible,  but  in 
public  service  if  necessary.  I  hope  we  find  a  way  to  make  sure  that 
deadbeat  fathers  are  held  responsible  for  the  support  of  their  chil- 
dren, and  that  we  do  these  things  without  penalizing  innocent  chil- 
dren. 

But  we  should  all  be  aware  that  the  welfare  problem  is  difficult 
and  complex,  involves  our  most  basic  values,  and  has  bedeviled  us 
for  a  long  time.  Simple  solutions  and  easy  slogans  will  not  do  the 
job. 

If  we  are  going  to  find  solutions,  they  will  not  be  Democratic  or 
Republican  solutions;  they  will  be  found  not  exclusively  in  either 
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the  Federal  Government  or  the  States,  and  they  are  going  to  re- 
quire new  and  innovative  ideas. 

First,  let  me  ask  you,  Ms.  Ross,  about  the  data.  You  have  given 
on  page  9  of  your  statement — a  comparison  of  AFDC  and  working 
poor  families'  median  monthly  income. 

Ms.  Ross.  Yes,  sir. 

Senator  Levin.  The  way  I  read  it,  it  looks  as  though,  on  the  aver- 
age, if  you  are  working  you  are  better  off  financially  than  if  you 
are  on  AFDC.  That  is  on  the  average. 

Ms.  Ross.  That. is  right,  on  the  average. 

Senator  Levin.  So  that  on  the  average  there  is  a  financial  incen- 
tive to  get  off  welfare,  although  for  many  people,  there  is  no  finan- 
cial incentive;  is  that  true? 

Ms.  Ross.  I  am  sorry.  Would  you  ask  your  question  again? 

Senator  LEVIN.  Yes.  We  are  trying  to  figure  out  where  the  finan- 
cial incentives  lie.  Is  there  a  financial  incentive  to  get  off  welfare, 
or  do  you  do  just  as  well  on  welfare? 

Is  it  true  that  for  most  people — not  all,  but  most  people  in  most 
States — that  there  is  currently  a  financial  incentive  to  get  off  wel- 
fare, that  most  people  would  be  better  off  working  than  on  welfare? 

Ms.  Ross.  I  think  the  answer  depends  a  lot  on  what  the  benefit 
levels  are  that  you  are  receiving  on  AFDC,  what  the  wage  is  that 
you  would  expect  to  receive  if  you  were  working,  whether  the  job 
to  which  you  were  going  had  health  insurance,  whether  you  had 
other  expenses  that  might  be  covered  or  not. 

So  I  think  it  is  hard  to  make  a  generalization.  We  tried  to,  with 
these  median  numbers,  to  probably  make  more  the  point  that  these 
people  are  not  that  different  in  terms  of  their  status.  And  that  is 
about  the  best  we  could  do. 

I  do  not  think  that  it  is  just  the  right  data  to  answer  the  ques- 
tion that  you  have  asked. 

Senator  LEVIN.  All  right.  If  you  could  look  at  your  chart  on  page 
9  of  your  testimony 

Ms.  Ross.  Yes? 

Senator  Levin  [continuing].  Could  you  just  give  us  what  that 
data  is?  The  way  I  read  it,  AFDC  families'  median  monthly  income 
is  less  than  $800  with  those  non-cash  benefits  included.  Is  that  cor- 
rect? 

Ms.  Ross.  That  is  right.  The  number  is  $767,  assuming  a  par- 
ticular way  of  valuing  Medicaid. 

Senator  Levin.  All  right.  But  trying  to  include  the  value  of  Med- 
icaid? 

Ms.  Ross.  Right. 

Senator  Levin.  Now  for  the  working  poor  families'  median 
monthly  income,  it  looks  like  it  is  over  $900. 

Ms.  Ross.  Right.  It  is  $926. 

Senator  LEVIN.  So  that  chart  tells  us  that  there  is,  at  least  for 
the  average  person — not  all,  but  for  that  average  person  on  wel- 
fare— a  $100-plus  incentive  to  get  off  welfare.  Is  that  correct? 

Ms.  Ross.  That  is  right.  These  averages  are  about  $160  different. 

Senator  Levin.  Have  you  been  able  to  compare  the  percentage  of 
people  on  welfare  who  go  to  work  in  States  that  have  low  AFDC 
compared  to  States  that  have  higher  AFDC? 
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In  other  words,  we  do  have  some  States,  you  have  testified,  that 
have  fairly  low  benefits  relative  to  other  States.  Is  there  a  dif- 
ference in  terms  of  the  percentage  of  people  going  to  work  in  States 
that  have  low  benefits  compared  to  States  that  have  high  benefits? 

Ms.  Fagnoni.  We  do  not  have  that  information.  And  just  know- 
ing the  administrative  data  that  is  the  best  source  of  showing  the 
percentage  of  people  who  are  working  at  the  same  time  they  are 
on  welfare  indicate  that  only  about  6  percent  of  welfare  recipients 
work  at  the  same  time. 

Since  that  is  a  fairly  low  percentage,  it  might — just  from  a  statis- 
tical standpoint,  it  might  be  difficult — the  numbers  might  be  so 
small  that  you  may  not  be  able  to  do  State-by-State  comparisons. 
It  is  such  a  low  percentage  to  start  out  with  that  it  would  probably 
be  difficult  to  determine 

Senator  Levin.  I  am  talking  about  the  percentage  of  people  who 
leave  welfare  for  work. 

Ms.  Fagnoni.  Whether  it  varies  by  State.  We  did  not  do  that  in 
our  analysis,  and  to  my  knowledge,  I  do  not  know  of  studies  that 
have  really  tried  to  do  State-by-State  comparisons  of  percentages 
of 

Senator  Levin.  Well,  since  the  gap  between  AFDC  family  median 
monthly  income  and  what  a  working  poor  family's  median  monthly 
income  would  be,  I  presume,  is  quite  a  bit  greater  in  States  that 
have  low  welfare  payments. 

Would  it  not  be  useful  for  us  to  compare  those  States  with  other 
States  in  terms  of  the  percentage  of  people  who  are  leaving  welfare 
for  work?  Would  that  not  be  a  useful  statistic  to  obtain? 

Ms.  Ross.  It  might  be  a  very  interesting  one. 

Senator  Levin.  OK.  And  I  am  wondering  whether  you  might  see 
if  that  is  available,  and  if  so,  if  you  would  supply  that  to  the  Com- 
mittee, if  the  Chairman  would  approve  of  that  or  agree  to  that? 

Chairman  RoTH.  Yes. 

Insert  for  the  Record 

According  to  the  experts  we  consulted,  there  are  no  studies  available  that 
assess  the  impact  of  States'  varying  benefit  levels  on  the  percentage  of  peo- 
ple who  leave  welfare  for  work  in  different  States.  Moreover,  national  data 
are  not  available  on  the  extent  to  which  welfare  recipients  leave  welfare 
and  enter  the  workforce.  We  recently  reported,  for  example,  that  the  De- 
partment of  Health  and  Human  Services  (HHS)  does  not  know  whether  the 
employment  training  program  aimed  at  helping  welfare  recipients  obtain 
jobs  is  helping  reduce  welfare  dependency.  HHS  does  not  gather  enough  in- 
formation on  critical  program  outcomes,  such  as  the  number  of  participants 
entering  employment  and  leaving  Aid  to  Families  with  Dependent  Children 
(AFDC)  annually.  Many  States  gather  some  outcome  data;  however,  with- 
out a  standard  Federal  approach,  few  States  could  provide  us  with  com- 
parable data. 

Senator  Levin.  Senator  Cochran  was  getting  to  a  point  about 
looking  at  what  is  actually  happening  out  there  in  the  States,  and 
I  think  it  is  a  very  important  point. 

We  granted  a  whole  bunch  of  waivers.  Do  we  know  the  impact 
of  those  waivers? 

Ms.  Ross.  Most  of  those  waivers  have  been  in  existence  a  rel- 
atively short  period  of  time.  The  set  that  have — well,  the  set  that 
began  with  the  Clinton  Administration  certainly  has  been  very 
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brief,  and  certainly  no  studies  have  been  completed  yet  on  what  the 
results  might  have  been. 

We  have  all  heard  reports  of  a  month  or  two  of  data  in  various 
places,  but  no  systematic  studies  have  been  finished. 

Senator  Levin.  Are  there  not  some  waivers,  though,  that  were 
granted  years  ago  in  the  Bush  Administration  where  we  should  be 
able  now  to  test  the  impact  of  those  waivers? 

Ms.  Ross.  I  know  there  were  waivers  granted  then.  I  have  not 
myself  found  out  if  there  are  studies  available. 

Senator  Levin.  OK.  If  there  are  studies — I  am  not  suggesting 
that  you  do  the  studies — but  if  there  are  studies  of  waivers  that 
have  been  in  existence  for  some  time  and  their  impacts,  if  you 
could  make  those  available  to  the  Committee.  I  think  that  also 
would  be  helpful,  because  it  is  very  true,  what  Senator  Cochran 
said,  that  we  surely  ought  to  let  States  experiment  and  keep  track 
of  those  experiments.  Some  of  them,  at  least,  have  been  experi- 
menting for  a  number  of  years,  and  I  think  there  is  some  data 
which  might  be  available. 

Insert  for  the  Record 

GAO  has  work  underway  to  review  the  results  of  State  welfare-to-work 
experiments  conducted  under  specific  Federal  waivers.  We  expect  to  issue 
this  report  in  July  1995;  we  will  provide  the  Committee  with  a  copy  as  soon 
as  the  report  is  released. 

Senator  Cohen.  Would  the  Senator  jdeld  just  for  a  point? 

Maine  recently  adopted  a  provision,  for  example,  that  fathers 
who  fail  to  make  support  payments  lose  their  driver's  license.  It 
has  had  a  major  impact  upon  those  who  are  now  pa5ring  child  sup- 
port. 

Senator  Levin.  You  have  made  reference  to  the  JOBS  program, 
the  Job  Opportunity  and  Basic  Skills  program,  which  was  adopted 
in  1988.  But  I  think  you  said  that  the  data  that  is  available  under 
that  program  is  not  very  good.  Did  I  hear  you  correctly? 

That  you  do  not  have  good  data  on  the  outcomes  of  that  program. 

Ms.  Ross.  I  was  commenting  on  the  fact  that  the  Federal  Gov- 
ernment does  not  require  the  States  to  report  outcome  data  in  a 
way  that  you  could  figure  out  how  many  people  actually  leave  the 
rolls  and  go  to  work. 

Senator  Levin.  My  understanding  of  that  program  was  that  we 
were  assured  in  the  conference  report  in  that  Act  that  there  would 
be  precisely  those  reports  that  you  say  are  not  available  to  us. 

That  is  really  extraordinary,  because  there  were  references  dur- 
ing that  Act  and  in  the  conference  report  to  getting  exactly  the 
kind  of  data  in  the  useful  form  that  you  are  talking  about,  and  if 
it  is  not  available,  it  seems  to  me  that  the  Act  maybe  has  not  been 
complied  with. 

Has  there  been  an  insistence  that  the  States  provide  that  data 
to  us  in  usable  form? 

Chairman  RoTH.  Would  the  Senator  yield?  I  would  just  like  to 
point  out  that  the  Assistant  Secretary  for  Children  and  Families 
will  be  testifying.  She  may  be  able  to  answer  those  questions. 

Senator  Levin.  That  is  fine.  Do  you  know  the  answer  to  that 
question? 
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Ms.  Ross.  I  know  that  there  was  a  requirement  that  a  report  be 
made  to  the  Congress  back  in  1993.  The  date  was  changed  toward 
the  end  of  1994.  A  report  was  made  by  HHS  which  said  that  they 
were  going  to  work  on  these  kinds  of  outcome  measures,  and  they 
would  implement  them  in  1998. 

And  our  comment  on  that  was:  That  is  10  years  after  the  bill  was 
originally  passed;  it  seems  like  a  long  time. 

Senator  Levin.  Thank  you.  Thank  you  very  much. 

Chairman  Roth.  Senator  Grassley. 

OPENING  STATEMENT  OF  SENATOR  GRASSLEY 

Senator  Grassley.  As  you  have  said  so  many  times  in  the  dis- 
cussion, the  discussion  today  or  even  any  other  time  the  subject 
comes  up,  legislators  are  concerned  about  being  overburdened  with 
all  the  regulation  that  goes  with  their  responsibility  to  run  the 
Federal  programs — that  they  are  going  to  get  the  Federal  dollars. 

Now  I  do  not  know  whether  your  study  dealt  with  this  directly 
or  not,  but  I  am  sure  if  it  has  not,  I  still  would  like  to  know  your 
experience  and  your  concerns  from  this  standpoint. 

What  would  be  the  concerns  with  the  Federal  Government  giving 
States  the  freedom  along  with  the  responsibility  to  address  the  so- 
cial needs  of  their  respective  States  by  the  block-granting  of  wel- 
fare funds  which  would,  as  far  as  I  am  concerned,  carry  with  it 
very  little  Federal  direction? 

Ms.  Ross.  Well,  Senator,  GAO  did  a  good  deal  of  work  in  the 
1980s  looking  back  at  the  block  grants  that  were  initiated  in  the 
early  1980s,  so  we  do  have  a  body  of  work  to  comment  on. 

And  one  of  the  issues  about  block-granting  something  the  size  of 
the  AFDC  program  is  simply  the  matter  of  how  large  it  is.  It  is 
much  larger  than  anything  that  would  have  been  block-granted  in 
the  past.  And  that  issue  about  size  brings  us  questions  about  what 
kinds  of  assurances  would  the  Federal  Government  want  in  order 
to  just  satisfy  oversight  and  audit  requirements. 

Now  I  am  from  the  GAO.  I  am  concerned  about  things  like  audit 
requirements  and  oversight  for  these  very  large  sums  of  money, 
$25  billion  a  year.  There  is  that  kind  of  issue. 

There  is  also  an  issue 

Senator  Grassley.  But  you  could  have  those  requirements  with- 
out the  red  tape  of  how  the  money  be  spent,  except  in  very  broad — 
real  broad  areas.  You  would  still  have  accounting. 

Ms.  Ross.  Indeed,  yes.  I  am  not  trjdng  to  say  these  are  reasons 
not  to  do  block  grants.  I  am  trying  to  say  these  are  issues  that 
somebody  would  want  to  address  in  the 

Senator  Grassley.  Mine  was  a  clarifying  point. 

Ms.  Ross.  Pardon? 

Senator  GRASSLEY.  Mine  was  a  clarifying  point.  So  go  ahead. 

Ms.  Ross.  And  as  you  talk  about  accountability,  what  kinds  of 
assurances  that  we  think  that  you — certainly  in  today's  environ- 
ment where  people  are  talking  about  outcomes  or  results-based 
programs — that  you  probably  would  want  to  have  some  results- 
based  requirements  as  part  of  a  block  grant  when  you  give  the 
money.  However  limited  the  requirements,  some  of  them  might  be: 
Well,  for  whom  did  you  do  the  purpose  of  the  program?  For  exam- 
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pie,  on  AFDC,  how  many  people  left  the  program  and  went  to 
work? 

Another  issue  that  came  out  of  the  work  that  we  did  in  the  1980s 
had  to  do  with  exactly  what  kinds  of  clusters  do  you  do  when  you 
block  grant? 

I  am  aware  that  you  have  introduced  a  bill  specifically  on  AFDC 
and  another  on  some  other  programs.  One  of  the  concerns  is 
whether  you  are  talking  about  client-based  block  grants,  which  is, 
I  think,  what  you  have  in  mind  or  some  other  kinds  of  block  grants 
which  talk  about  consolidating  all  programs  of  a  particular  type 
like  emplo3rment  programs. 

And  there,  while  you  might  be  able  to  gain  some  administrative 
efficiency,  you  do  not  gain  any  focus  on  either  the  individual  or 
looking  at  the  broad  set  of  programs  that  go  to  an  individual  to  try 
and  maximize  impact.  So  exactly  how  you  fashion  a  block  grant  can 
also  be  an  issue. 

Senator  Grassley.  Mr.  Chairman,  that  is  all  the  questions  I 
have. 

PREPARED  STATEMENT  OF  SENATOR  GRASSLEY 

Mr.  Chairman,  I  am  pleased  to  join  this  Committee  in  looking  at  ways  to  address 
the  present  crisis  the  welfare  system  is  facing.  I  believe  that  in  order  for  us  to  make 
the  necessary  changes  to  the  system  that  are  needed,  we  first  must  ask  some  very 
basic  questions. 

This  hearing,  I  believe  will  provide  us  the  forum  to  focus  on  not  only  the  problems 
of  the  welfare  system  but  some  of  the  initiatives  that  States  have  made  to  improve 
the  existing  system.  And  so  Mr.  Chairman  I  want  to  commend  you  for  giving  us  this 
opportunity  to  address  the  problems  in  the  structure  of  the  current  welfare  system. 

I  believe  we  must  focus  on  total  reform  of  welfare.  Because  if  we  are  not  careful 
and  view  this  only  as  a  budget  cutting  exercise  only,  these  programs  with  their 
structural  deficiencies  will  remain. 

As  I  have  proposed  in  my  welfare  bill,  I  believe  that  it  is  crucial  that  welfare  re- 
form cap  welfare  costs.  We  cannot  allow  these  programs  to  continue  to  grow  at  the 
rate  they  have  in  the  past.  In  addition  we  can  no  longer  allow  programs  to  be  re- 
warded without  meeting  a  target  objective. 

Another  issue  that  must  be  addressed  in  real  welfare  reform  is  the  serious  rise 
in  out-of-wedlock  births,  which  I  believe  is  welfare  enemy  No.  1. 

There  is  almost  unanimous  support  across  the  political  spectrum  that  something 
must  be  done  to  address  this  situation.  The  consequences  to  the  child,  the  mother, 
and  society  are  simply  too  serious  to  continue  to  ignore. 

For  over  30  years,  we  have  treated  this  issue  as  if  it  is  simply  a  "moral"  question, 
thus,  one  in  which  government  should  not  become  involved. 

Recent  studies  have  shown,  however,  that  children  born  outside  marriage  are  two 
to  three  times  more  likely  to  have  emotional  or  behavioral  problems  than  those  in 
intact  families.  They  have  higher  risks  of  child  abuse  and  neglect,  poor  school  per- 
formance, having  children  of  their  own  as  teenagers,  and  six  times  greater  risk  of 
being  poor. 

The  absence  of  parents  frequently  leads  to  out-of-wedlock  births  and  welfare  de- 
pendency for  a  series  of  generations. 

These  are  the  consequences  of  the  government  acting  as  the  father.  To  continue 
to  ignore  these  factors  will  result  in  greater  destruction  for  children,  young  mothers, 
and  society. 

Finally,  we  must  require  able  bodied  recipients  to  work  for  their  benefits.  All 
other  American  families  go  to  work  to  receive  a  paycheck  to  support  their  families. 
The  American  public  should  expect  no  less  from  recipients  of  public  assistance. 

I  look  forward  to  today's  testimony,  and  again  I  commend  you  for  this  hearing. 

Chairman  RoTH.  Thank  you,  Senator  Grassley,  and  thank  you, 
Ms.  Ross. 

Our  next  witness  is  the  Hon.  Carroll  Campbell,  who  is  the  former 
Governor  of  South  Carolina. 

Governor  Campbell,  it  is  a  pleasure  to  welcome  you  here  today. 
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Time  is  moving  on.  So  it  is  my  intent  to  limit  questions  to  5-min- 
utes  with  the  understanding,  of  course,  that  the  record  will  be  open 
for  written  questions. 

TESTIMONY  OF  HON.  CARROLL  CAMPBELL,i  FORMER 
GOVERNOR  OF  SOUTH  CAROLINA 

Mr.  Campbell.  Thank  you  very  much.  I  am  delighted  to  be  here. 
I  hope  that  you  have  a  copy  of  the  statement  that  we  have  entered. 
It  was  sent  over  to  your  staff  to  distribute. 

But  if  you  will  permit  me,  I  can  be  very  brief.  I  can  go  in,  and 
I  would  be  happy  to  answer  questions. 

Chairman  RoTH.  Your  full  statement  will,  of  course,  be  included 
as  if  read. 

Mr.  Campbell.  Thank  you,  sir. 

Just  as  I  left  the  governorship,  I  was  pleased  to  announce  that 
we  had  gotten  a  demonstration  project  for  my  State.  But  it  had 
taken  us  over  6  months  to  get  it  through.  They  do  not  come  easily, 
as  you  talk  about  getting  waivers. 

And  also  the  projects  are  modified  dramatically  as  you  try  to  get 
them.  If  you  ask  to  be  able  to  do  things  from  the  Federal  Grovem- 
ment,  oftentimes  somewhere  in  the  bureaucracy  little  prescriptions 
are  written  in  that  keep  you  fi-om  trying  some  of  the  things  that 
you  think  might  work. 

And  so  we  were  not  able  to  get  the  entire  project  that  we  asked 
for  as  a  demonstration  project.  Most  of  the  waivers  that  have  been 
discussed,  of  course,  have  been  about  demonstration  projects. 

And  I  am  deviating  a  little  bit  just  to  get  to  the  point  that,  yes, 
the  States  have  done  a  lot  of  work,  and,  yes,  we  have  some  suc- 
cesses out  there.  And  Senator  Levin  was  right  on  target  with  it. 
There  are  things  that  can  be  adopted,  and  they  are  the  types  of 
things  that  will  help  people,  as  well  as  sometimes  save  some 
money.  Help  people  comes  first,  and  I  think  that  is  the  important 
part  for  us  to  remember. 

Our  project  is  a  four-county  project.  It  is  four  counties  because 
not  only  do  States  have  different  populations  or  different  costs-of- 
living;  internally  in  States  there  are  different  costs-of-living,  dif- 
ferent problems,  different  inner  city  problems  versus  maybe  a 
smaller  urban  community  than  maybe  a  New  York,  maybe  a  small 
city  that  would  not  have  the  same  problems.  All  of  these  have  to 
come  into  the  equation,  and  so  you  have  to  design  these  programs 
to  deal  with  the  reality  of  the  circumstance.  And  this  is  what  we 
have  tried  to  do. 

Now  what  we  have  done  is  this.  We  have  set  up  four — in  our 
State,  we  have  four  programs  that  benefit  families,  and  it  allows 
the  full  family  AFDC  cutoff  in  two  of  those  four  counties  if  they  do 
not  live  up  to  the  contract. 

And  essentially  it  is  a  prescriptive  contract  that  we  go  into.  It  is 
a  comprehensive  assessment  of  each  adult  before  they  go  into  it  to 
determine  what  education  or  training  is  necessary,  and  we  have  an 
individual  plan  for  each  s;^iult  delineating  what  they  have  to  do  to 
prepare  for  employment  and  the  timeframes  that  they  will  be  al- 
lowed to  complete  that  in.  Then  they  have  to  go  to  work,  or  else 


'  The  prepared  statement  of  Mr.  Campbell  appears  on  page  147. 
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they  have  to  go  into  a  pubUc  service  job  in  order  to  keep  drawing 
any  benefits. 

A  failure  to  adhere  to  the  plan  results  in  a  loss  of  all  AFDC  bene- 
fits in  two  of  the  counties  under  our  waiver,  and  only  for  adults  in 
two  of  them,  to  determine  what  incentive  is  there,  and  it  serves  in- 
tact families.  In  other  words,  there  is  no  requirement  in  this  waiver 
that  we  have  got  to  move  the  husband  out  of  the  house  in  order 
to  keep  the  family  on  welfare. 

And  I  think  that  is  a  very  important  thing  for  us  to  realize.  I 
used  to  serve  on  the  Public  Assistance  and  Unemployment  Sub- 
committee of  the  Ways  and  Means  Committee.  Barbara  Kennelly 
and  I  basically  wrote  the  parental  support  bill.  It  was  one  that  was 
written  there  to  require  parents  to  support  their  children;  not  just 
dads;  in  some  instances,  the  mother  is  the  main  breadwinner.  And 
in  the  breakup  of  a  family,  the  requirements  apply  there. 

There  has  been  put  into  place  a  nationwide  parent  locator  pro- 
gram. Most  of  them  are  operative  now,  and  we  can  go  out  and  find 
somebody  that  owes  child  support.  We  have  a  garnishment  provi- 
sion there.  You  can  garnishee  wages,  and  you  can  require  those 
payments. 

So  these  systems  are  in  place.  They  are  not  something  new  that 
needs  to  be  put  in.  They  are  already  there.  The  laws  have  been  on 
the  books  for  10  years.  And  so  it  is  a  matter  of  enforcement  in  some 
of  these  instances. 

But  that  is  the  people  that  are  working  that  you  can  get  to  pay, 
and  those  are  the  people  that  you  try  to  go  after. 

Now  what  are  we  doing  in  ours?  We  said  assets  limited  at  $3,000 
a  family,  which  is  an  increase  fi-om  $1,000  allowable.  We  disregard 
one  vehicle,  so  they  can  go  to  work  in  that  vehicle.  We  do  not  count 
the  earnings  of  any  teenage  children  that  might  be  staying  at  home 
and  have  a  part-time  job,  because  we  are  not  discouraging  them. 
And  we  have,  as  they  leave,  an  additional  12-month  child  care  and 
Medicaid  and  cash  benefits  for  some  of  the  employed  clients. 

So  we  try  to  transition  them  into  work.  It  requires  parents  to  en- 
sure that  their  children  attend  school  and  receive  appropriate  im- 
munizations or  lose  their  benefits.  In  other  words,  there  is  a  paren- 
tal responsibility  in  there  for  the  children. 

And  so  all  of  these  are  part  of  this  program.  The  whole  idea  is 
about  a  2-year  effort  to  work  a  person  off  of  welfare,  get  them  into 
parental  responsibility,  get  them  into  the  workforce. 

We  have  had  some  success  with  it,  and  we  think  that  in  an  ear- 
lier effort,  and  we  think  this  broader  effort  will  demonstrate  more 
success,  and  we  think  it  is  absolutely  a  tremendous  thing. 

But  let  me  just  say  this.  If  the  States  have  the  freedom  to  inno- 
vate, we  can  solve  problems.  And  that  lack  of  fi'eedom  to  innovate 
and  the  hamstring  that  is  put  upon  us  by  regulation  stops  us  from 
doing  many,  many  things. 

I  will  give  you  an  example  of  that.  One  of  the  biggest  problems 
in  America  is  children  having  children,  one  of  the  great  contribu- 
tors to  welfare,  by  the  way.  And  children  having  children,  they  of- 
tentimes are  having  children  that  are  not  healthy.  The  cost  is  as- 
tronomical on  Medicaid,  as  they  go  into  the  neonatal  intensive  care 
units;  the  cost  is  astronomical. 
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Cost-avoidance  and  saving  of  life  is  all  part  of  this  welfare  pro- 
gram, if  you  are  going  to  do  it  right.  And  in  so  doing  this,  in  our 
State,  we  did  something  simple.  We  found  out  everybody  said  you 
needed  new  programs.  We  did  all  kinds  of  surveys  and  found  out 
that  the  problem  was  we  did  not  need  the  new  programs;  the  peo- 
ple that  needed  the  programs  you  had  were  not  using  them  cor- 
rectly, and  therefore  they  were  costing  you  twice  as  much  as  they 
ought  to  because  they  were  not  doing  it. 

We  did  something  very  simple  in  our  system.  We  went  to  the  pri- 
vate sector  and  said:  Would  you  like  to  advertise?  We  will  give  you 
something.  We  created  a  book,  and  it  was  called  "Caring  for  Tomor- 
row's Children".  "Caring  for  Tomorrow's  Children"  allows  people  to 
give  free  coupons  in  that  book  for  an  expectant  mother  that  tells 
her  what  to  do.  We  give  them  out  to  any  female.  It  tells  them  how 
not  to  get  pregnant;  if  they  get  pregnant,  what  to  do,  where  to  go. 

The  key  to  it  is,  the  coupon  can  only  be  validated  at  the  Health 
Department,  the  clinic,  or  the  doctor's  office.  She  has  to  go  for  her 
checkups;  she  has  to  try  to  bring  a  healthy  baby  into  the  world. 

Does  it  work?  It  has  cut  our  infant  mortality  rate  21  percent  in 
a  little  over  2  years  with  no  new  programs. 

Why  does  it  work?  Because  several  things  are  in  it.  Every  fourth 
or  fifth  coupon  has  a  transportation  by  cab  that  you  can  validate 
to  get  to  the  doctor.  There  is  a  coupon  to  go  to  a  technical  school 
for  training.  There  is  also  a  coupon  for  milk,  pizza,  and  a  few  other 
things.  And  if  it  takes  a  pizza  to  get  a  girl  to  go  get  a  physical  to 
make  sure  she  gets  a  healthy  baby  in  the  world,  it  is  a  cheap  price. 
It  is  also  combining  public  and  private.  That  is  just  an  innovative 
program  that  works. 

Another  problem  that  you  are  going  to  face  in  this  welfare  sys- 
tem that  I  think  is  extremely  important,  and  we  do  not  look  at  it 
too  often,  is  the  situation  that  has  to  do  with  the  Medicare  and 
health  side  of  it. 

Our  tort  system,  I  could  not  get  anybody  to  practice  obstetrics 
out  in  the  rural  areas  of  my  State,  and  you  cannot  get  them  in 
many  other  States,  and  the  reason  you  cannot  is  because  they  are 
held  to  a  standard  in  the  courts  of  a  hospital  delivery  of  services. 
Even  though  they  are  not  supposed  to  be,  that  ultimately  is  the 
way  they  are  tried  if  there  is  any  kind  of  problem. 

We  had  to  get  tort  reform.  We  got  tort  reform.  We  got  doctors 
back  into  obstetrics.  We  got  them  to  deliver  those  children.  We  got 
them  to  take  care  of  those  mothers. 

That  is  the  front  end  of  welfare.  That  is  dealing  with  problems 
that  might  happen  or  the  result  that  might  come  from  not  dealing 
with  them  in  the  expansion  of  welfare  and  public  support. 

But  I  think  that  the  changes  that  will  allow  us  to  do  this  will 
come  with  an  ability  of  the  States  to  have  the  freedom  to  combine 
programs  to  deal  with  some  of  these  issues  that  I  am  talking  about. 

For  instance,  if  we  want  to  have  a  person  go  to  work,  give  us  a 
chance  with  a  Federal  program  to  do  something  in  a  combination. 

Senator  Lieberman  was  saying  just  a  moment  ago,  talking  about 
the  child  care  and  the  transition,  there  is  no  question  that  the  care 
of  the  child  and  the  mother  going  to  work  are  extremely  important. 
They  are  inextricably  linked. 
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Let  me  tell  you  what  we  did  with  a  pilot  program  with  State 
money — no  Federal  money,  with  State  money.  We  got  in  there  and 
we  put  this  together,  and  we  decided  we  would  take  our  senior  citi- 
zens, and  we  would  combine  them  with  a  child  care  center  and  a 
technical  school. 

And  we  opened  that  school  to  people  that  were  on  welfare,  single 
mothers,  and  we  gave  them  the  coupon  to  go  to  school.  They  could 
put  their  children  in  the  day  care  center,  child  care  center,  at  the 
technical  school,  and  they  had,  of  course,  a  trained  and  licensed 
person  that  would  run  the  center. 

But  then  we  brought  the  senior  citizens  over  to  talk  to  the  little 
children,  to  spend  time  with  them,  because  that  is  what  happens 
with  so  many  of  them;  they  £u*e  not  talked  to. 

Did  it  work?  They  broke  our  door  down  to  try  to  get  in  with  a 
backlog  of  people  because  it  was  limited  in  its  capacity. 

And  then  we  transition  them  when  they  learn  how  to  earn  a  liv- 
ing. We  keep  the  job  for  1  year  and  transition  them  as  their  earn- 
ings go  up  into  a  payment  schedule,  so  we  transition  them  off  in- 
stead of  having  a  cliff  that  you  fall  off. 

We  were  doing  that  as  an  experiment.  I  am  giving  these  as  ex- 
amples of  the  kinds  of  things  that  can  be  done  if  we  have  flexibility 
in  the  States  on  a  broader  scale. 

I  think  that  as  you  look  at  the  administration  of  a  lot  of  these 
things  and  you  understand  that  we  have  a  lot  of  different  programs 
that  we  are  dealing  with  and  recognize  that  as  we  are  talking 
about  all  of  this,  we  are  talking  about  such  things  as  child  welfare, 
social  services,  emplo5anent  training,  health,  housing.  All  of  these 
come  in  and  under  the  general  rubric  of  public  assistance.  And  that 
is  exactly  what  we  are  trying  to  put  together,  and  how  to  put  it 
all  together  is  important. 

Grants,  block  grants  to  States  can  work.  I  am  not  foolish  enough 
to  sit  here  as  a  former  member  of  Congress  or  anything  else  or  a 
legislator  and  realize  that  there  are  not  going  to  be  some  require- 
ments and  restraints  and  constraints  on  what  you  can  do. 

But  the  bottom  line  is,  is  that  if  we  can  have  the  flexibility  in 
some  of  these  areas  of  block  grants  where  you  can  design  programs 
that  are  holistic,  that  are  not  the  piecemeal  efforts  that  we  go  for- 
ward with,  and  allow  some  transfer  of  some  of  the  funds  between 
the  areas  that  you  may  need  in  your  State  to  address  more  of  a 
problem,  out  of  some  of  the  programs  it  may  be  we  need  more  in 
education  or  more  in  health  in  a  different  State  or  a  different  com- 
munity, so  that  we  can  design  those  programs,  we  can  make  them 
work. 

But  we  cannot  make  them  work  if  they  are  micromanaged  in  a 
bureaucracy  out  of  Washington  and  you  are  having  to  jump 
through  every  hoop  in  the  world  in  order  to  try  to  get  assistance 
to  somebody  in  an  orderly  manner  that  works. 

And  that  is  essentially  the  point  that  I  wanted  to  make.  As  I 
said,  a  lot  of  us  have  been  working  with  the  Congress;  a  lot  of  us 
have  done  a  lot  of  things,  and  I  have  abandoned  the  reading  of  my 
statement  because  I  think  I  could  probably  put  it  to  you  pretty 
straight. 

If  you  did  block  grants,  I  think  there  are  two  or  three  things  that 
States  would  be  afraid  of.  I  think  that  States  would  have  to  expect 
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some  reasonable  restraint  in  reporting  requirements  that  would 
have  to  be  adhered  to. 

The  States  would  be  afraid  of  the  fact  that  the  Congress,  some- 
where along  the  way,  might  decide  we  will  just  start  reducing  this 
block  grant.  So  there  has  got  to  be  a  fail-safe  in  that  thing,  if  you 
go  that  route. 

And  the  other  part  of  it  is  that  there  has  to  be  some  type  of  ad- 
justment, as  you  would  anything  else,  on  inflation,  but  you  ought 
to  cap  it. 

Now  a  lot  of  the  States  have  dealt  with  their  problems  of  growth 
in  their  programs  such  as  retirement  and  other  types  of  benefits 
that  come  under  State  programs  and  entitlements  by  capping 
them.  Our  cost-of-livings  are  generally  kept  at  4  percent.  The  Fed- 
eral Grovernment  ought  to  do  that  with  every  program  you  have 
got.  We  would  not  get  blown  out  of  the  water  if  you  have 
hyperinflation  sometime. 

But  you  have  got  to  cap  these  things  reasonably,  so  that  you  are 
not  having  a  loss  to  the  people  in  real  terms,  but  you  have  a  realis- 
tic cap  on  them. 

These  are  some  of  the  things  that  I  think  States  will  look  for  as 
they  try  to  work  with  the  Congress  and  try  to  determine  whether, 
in  fact,  we  can  reach  a  position  that  will  be  better  serving  our  peo- 
ple. 

And  that  is  the  bottom  line:  Can  we  better  serve  them?  Can  we 
get  them  to  work? 

And  those  are  the  problems  that  we  are  going  to  face — education, 
health,  premature  births,  all  of  those,  and  they  have  to  be  wrapped 
up  into  a  comprehensive  program  in  order  to  succeed. 

And  it  cannot  be  run  out  of  Washington.  And  every  State  will  not 
be  the  same,  and  every  county  in  every  State  will  not  be  the  same, 
because  their  populations  are  different;  their  income  levels  of  the 
whole  community  are  different;  all  of  these  things  are  different. 
And  one  size  does  not  fit  all. 

Thank  you,  sir. 

Chairman  RoTH.  Well,  thank  you.  Governor  Campbell. 

As  you  have  alluded  to,  a  lot  of  the  debate  is  whether  we  should 
go  the  route  of  block  grants,  or  should  we  continue  with  specific 
programs,  but  with  more  flexibility  in  respect  to  waivers. 

Do  you  have  any  strong  convictions  as  to  which  means  is  better? 
Do  you  think,  for  example — as  I  understand  it,  the  AFDC  has  sub- 
stantial waiver  authority;  food  stamps  has  much  less;  and  housing 
has  virtually  no  waiver  authority — ^what  do  you  think  would  make 
the  most  effective  approach? 

One  of  the  things  we  are  trying  to  do,  of  course,  is  reduce  the 
administrative  cost,  so  that  maximum  dollars  are  getting  to  those 
that  we  are  trying  to  help. 

What  would  be  your  recommendation  as  to  the  approach? 

Mr.  Campbell.  Well,  I  think  you  should  look  at  the  block  grants 
and  move  rather  deliberately  on  the  8  block  gr£ints  that  are  being 
discussed,  because  if  you  do  that  and  create  with  that  some  trans- 
ferability between  the  grants  to  meet  specific  needs,  as  I  men- 
tioned, it  is,  in  my  opinion,  a  much  more  efficient  way  to  go. 
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Now  some  people  have  said  let  us  have  one  great  big  block  grant. 
You  may  want  to  go  that  way.  But  we  have  about  8  that  you  can 
use  transferability  to  organize  a  program  through. 

The  idea  of  waivers,  while  it  sounds  good,  is  that  I  have  been  to 
the — I  have  been  under  the  Bush  Administration,  and  I  have  been 
under  the  Clinton  Administration,  and  I  have  been  under  the 
Reagan  Administration  to  get  waivers. 

And  I  am  going  to  tell  you.  Presidents  come,  Presidents  go,  Sen- 
ators come,  Senators  go,  and  the  bureaucracy  acts  the  same  most 
of  the  time.  And  it  is  a  nightmare  in  most  instances  to  get  a  waiv- 
er. 

No  matter  how  well-intentioned  the  Congress  is  or  the  President 
is,  when  you  get  down  to  jumping  through  all  the  hoops  and  dot- 
ting all  the  "i's,"  it  can  be  held  up  and  held  up  and  held  up.  And 
it  is  very  difficult.  And  I  think  you  should  have  the  flexibility  on 
the  block  grants. 

Chairman  RoTH.  Let  me  ask  you  this  question.  As  I  recall  in 
your  prepared  statement,  you  made  some  reference  to  submitting 
the  proposal  to  the  Grovemment,  the  Federal  Government. 

Mr.  Campbell.  Yes. 

Chairman  ROTH.  Would  they  have  to  approve  it?  And  if  they  do 
have  to  approve  it,  does  that  get  you  back  into  some  of  the  same 
problems  of  a  waiver? 

Mr.  Campbell.  Well,  what  we  were  saying  was  that,  as  I  ref- 
erenced earlier,  there  are  going  to  be  a  few  guidelines  that  are 
going  to  have  to  be  met  and  some  requirements  in  reporting  in  the 
program  itself  as  a  general  progrsim. 

I  have  no  problem — I  have  no  problem  with  an  objective  program 
with  some  general  guidelines  and  some  reporting  in  it. 

Where  we  have  our  greatest  problem  is,  is  the  tendency  to  try 
to  micromanage  and  tell  you  how  somebody  in  Washington  that 
works  in  some  agency  wants  it  done  as  opposed  to  what  you  thinks 
needs  to  be  done  in  the  State  that  you  are  in.  So  I  think  you  could 
reach  an  accord  on  that. 

Chairman  ROTH.  You  mention  having  certain  goals  or  purposes. 
I  would  like  to  get  a  little  better  feel  as  to  what  kind  of  goals  you 
are  talking  about. 

For  example,  would  it  be  desirable  to  have  some  work  require- 
ments as  a  general  goal? 

Mr.  Campbell.  Yes,  sir. 

Chairman  RoTH.  We  recently  passed  some  performance  and  re- 
sults legislation.  One  of  the  purposes  of  our  welfare  programs  is  to 
get  people  off  welfare,  back  into  the  mainstream.  Would  it  make 
sense  to  have  some  kind  of  requirement  that  there  be  such  goals 
set  and  reported  back  to  the  Federal  Government? 

Mr.  Campbell.  Absolutely.  I  think  there  are  several  areas  that 
you  could  talk  about. 

One  is  the  work  requirement,  which  we  would  all  like  to  see.  The 
other,  in  some  instances,  is  an  education  requirement  as  a  compo- 
nent of  it  to  prepare  somebody.  If  they  are  linked  to  an  education 
program,  they  have  to  stay  in  it  and  complete  it  and  then  go  to 
work. 

And  those  are  the  t5T)es  of  things  that  we  would  try  to  seek,  be- 
cause we  want  to  transition  people  into  self-sufficiency. 
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The  problem  that  we  have  in  this  overall  situation  is  not  trying 
to  get  a  system  that  we  seem  to  have  that  seems  to  tend  to  make 
independent  people  dependent.  We  are  trying  to  make  dependent 
people  independent.  And  that  is  where  any  program  that  we  put 
together  ought  to  aim.  That  ought  to  be  the  overall  goal. 

And  there  are  going  to  be  certain  transitional  steps  that  have  to 
be  taken  to  reach  it,  but  that  ought  to  be  the  goal:  Limit  the  time 
that  they  have  to  accomplish  that  in  a  family,  in  a  parent  going 
to  work. 

But  I  will  go  back  to  one  thing.  If  it  is  the  mother  and  there  are 
children,  the  child  care  component  will  be  a  major  part  of  whether 
you  can  be  successful. 

Chairman  RoTH.  From  your  statement,  you  do  feel  it  is  desirable 
that  the  Federal  (Government  have  some  kind  of  cap.  It  seems  to 
me  that  that  makes  good  sense,  if  they  are  going  to  have  few 
strings  attached  to  it.  Obviously  you  do  not  want  the  States  to  be 
able  to  run  up  the  Federal  indebtedness  by 

Mr.  Campbell.  Absolutely. 

Chairman  RoTH  [continuing].  The  liberality  of  their  proposal.  In 
a  sense,  it  is  the  opposite  of  unfunded  mandates. 

Mr.  Campbell.  Well,  it  would  be.  It  would  have  it  streaming 
back  the  other  way. 

But  the  fact  is  that  we  have  to  accept  some  restraint,  but  we  also 
have  to  have  enough  flexibility  to  make  it  work.  And  that  is  the 
tradeoff.  And  I  think  it  is  a  very,  very  reasonable  tradeoff  and  one 
that  will  probably  benefit  an  awful  lot  of  people  in  this  country. 

Chairman  RoTH.  Senator  Cohen. 

Senator  Cohen.  I  will  be  very  brief,  Mr.  Chairman,  and  let  me 
thank  Governor  Campbell  for  coming  to  testify  and  waiting  so  long 
through  our  questioning  of  the  prior  witnesses. 

But  I  think  you  have  sounded  a  theme  which,  "will  resonate" 
with  a  lot  of  people  of  different  political  philosophies. 

I  have  been  reading  some  of  the  works  and  writings  of  Professor 
James  Wilson,  and  much  of  what  he  says,  in  fact,  you  have  been 
doing. 

He  started  out  basically  with  three  precepts.  And  frankly  I  heard 
President  Clinton  talk  in  terms  of  the  same  sort  of  precepts  last 
evening. 

The  first  precept  is  that  our  overriding  goal  ought  to  be  to  save 
the  children,  the  No.  1  goal.  Aside  from  reducing  welfare  costs, 
eliminating  welfare  dependency,  all  the  discouraging  illegitimacy — 
those  are  worthy  goals,  but  they  are  secondary  to  saving  the  chil- 
dren. I  think  I  heard  President  Clinton  say  that  as  well. 

The  second  precept  is  that  nobody  knows  how  to  do  this  on  a 
large  scale.  We  can  have  lots  of  untested  assumptions.  We  can  try 
to  listen  to  those  who  recommend  work  training  on  the  one  hand 
and  those  who  want  to  have  cutoffs,  but  we  have  no  large  scale  as- 
sessment that  can  be  made. 

The  third  precept  is  that  the  Federal  Government  cannot  have 
a  meaningful  family  policy  for  the  Nation.  It  is  absolutely  impos- 
sible for  the  Federal  Government  to  formulate  a  meaningful  family 
policy,  and  it  should  not  even  try.  It  will  only  serve  to  make  mat- 
ters worse. 
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So  what  he  had  recommended  is  essentially  what  you  are  rec- 
ommending and  have  been  doing,  only  having  to  go  through  the 
waiver  process,  but  basically  to  turn  the  task  and  the  money  for 
rebuilding  the  lives,  the  welfare  pa3mients,  the  housing  subsidies, 
the  whole  lot,  over  to  the  cities  and  States  and  private  agencies, 
subject  to  only  two  conditions. 

First,  they  must  observe  minimum  but  fundamental  precepts  of 
equal  protection.  And  second,  every  major  new  initiative  must  be 
evaluated  by  independent  observers  operating  in  accordance  with 
accepted  scientific  canons.  Those  are  the  two  conditions  he  would 
impose  upon  them.  And  I  think  that  many  of  us  would  support 
that. 

And  as  you  have  indicated,  what  we  are  going  to  do  is  sacrifice 
uniformity,  what  he  would  call  perhaps  a  "deadening  uniformity", 
for  a  variety  of  programs,  some  of  which  may  work  and  some  of 
which  may  fail. 

Some  States  might  recommend,  for  example,  eliminating  AFDC 
altogether.  Other  States  may  impose  a  work  requirement.  Other 
States  may  say  that  you  turn  over  your  checks — the  recipients  of 
these  checks — to  private  agencies  who  would  then  take  over 
parenting  responsibilities  and  teaching  responsibilities. 

But  essentially  what  you  would  get  out  of  this  variety  of  experi- 
mentation is  a  new  vitsdity  of  dealing  with  problems  by  those  peo- 
ple who  live  closest  to  the  people  that  they  serve. 

All  of  us  who  have  been  up  here,  I  think,  in  one  capacity  or  an- 
other have  worked  at  the  local  level,  myself  acting  as  a  city  council- 
man, a  school  board  member,  a  mayor.  And  we  all  know  that  it  is 
tougher  down  there  than  it  is  up  here. 

I  have  said  this  over  and  over  again.  It  is  much  tougher  being 
a  town  councilman,  a  city  councilman,  a  mayor,  a  governor,  than 
it  is  being  a  U.S.  Senator  or  a  U.S.  Congressman,  because  you  are 
closer  to  the  firing  line.  You  have  to  be  more  responsive;  you  have 
to  deal  with  the  issues  on  a  day-by-day  basis  and  come  up  with  cre- 
ative solutions. 

And  all  we  have  to  do  is  pass  uniform  laws,  establish  uniform 
regulations,  which  have  over  a  period  of  time — as  you  have  indi- 
cated, we  come  and  go,  but  the  bureaucracy  stays — it  has  a  stultify- 
ing effect,  and  you  have  to  go  through  every  hoop  and  hurdle  in 
order  to  overcome  those  rules  and  regulations  in  order  to  get  some 
experimentation,  which,  in  fact,  may  be  more  beneficial  to  the  peo- 
ple that  we  are  seeking  to  serve. 

So  I  want  to  endorse  much  of  what  you  have  said.  I  did  not  have 
a  chance  to  read  your  statement  prior  to  your  coming  here,  but  I 
know  the  work  that  you  have  done  and  want  to  commend  you  for 
the  kind  of  vigorous  leadership  you  have  shown  in  this  particular 
field. 

Mr.  Campbell.  Thank  you,  sir. 

Senator  Cohen.  Thank  you,  Mr.  Chairman. 

Chairman  ROTH.  Senator  Lieberman. 

Senator  LiEBERMAN.  Thank  you,  Mr.  Chairman.  Governor  Camp- 
bell, welcome  back,  and  it  is  very  good  to  see  you. 

Mr.  Campbell.  Thank  you. 

Senator  Lieberman.  Thanks  for  your  excellent  testimony. 
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I  am  supportive  of  so  much  that  you  said,  both  in  principle  and 
in  the  specifics,  and  I  am  very  interested  that  in  the  tests  that  you 
have  going  on  in  the  State,  that  you  have  used  the  form  of  a  con- 
tract, and  actually  in  the  contract  with  the  recipients,  you  have  em- 
braced some  of  the  ideas  that  people  have  that  need  to  be  tested. 

One  question  I  have  is — and  I  know  that  approval  of  the  program 
just  came  in,  did  it  not,  so 

Mr.  Campbell.  Yes. 

Senator  LiEBERMAN.  So  you  do  not  have  any  experience  yet.  But 
what  does  the  program  say  if,  in  fact,  there  is  a  determination  that 
the  recipient  has  not  Uved  up  to  the  contract?  In  two  of  the  coun- 
ties where  it  is  being  tried,  isn't  it  the  case  that  the  full  family  can 
becutoffof  AFDC? 

Mr.  Campbell.  Right. 

Senator  LiEBERMAN.  What  happens  to  the  kids  in  that  case?  Is 
there  any  support,  a  safety  net  for  them? 

Mr.  Campbell.  Yes,  there  would  be.  And  the  reason  that  it  is 
being  tried — and  the  Federal  Government  is  the  one  that  asked  to 
try  the  two  different  ways — one  was  to  determine  whether  the  in- 
centive when  the  whole  family  was  involved  was  greater  than  if 
you  had  just  lost  your  AFDC  for  the  adult.  In  other  words,  there 
are  other  things  that  would  still  hold  for  the  children. 

The  whole  family  being  cut  off  would  cut  them  off  from  certain 
things  that  would  be  Usted,  and  it  would  be  the  type  of  a  situation 
where  a  faunily  would  be  told  all  of  a  sudden:  Look,  you  are  not 
going  to  have  any  rent  assistance;  you  are  not  going  to  have  this, 
and  you  are  not  going  to  have  that,  if  you  do  not  adhere  to  this 
and  go  get  your  education  and  go  get  a  job  or  be  in  a  job  search 
an  active  job  search  in  a  period  of  time. 

It  is  rather  Draconian.  Sometimes  you  have  to  determine  wheth- 
er you  need  something  that  is  a  Httle  Draconian  to  get  somebod/s 
attention.  In  my  part  of  the  country,  it  is  called  hitting  a  mule  in 
the  head  with  a  two-by-four  to  get  his  attention  before  you  can  talk 
to  him. 

Senator  LiEBERMAN.  We  say  that  occasionally  in  Connecticut,  too. 

Mr.  Campbell.  Yes.  So  it  is  just  one  of  those  situations. 

The  other  is  whether,  in  fact,  just  the  smaller  portion  that  is  the 
parents  is  enough  of  an  incentive. 

Now  I  have  talked  to  a  lot  of  different  welfare  groups  and  moth- 
ers. Do  not  think  for  a  minute  that  they  do  not  know  where  the 
cash  cutoff  is,  where  they  are  better  off  going  to  work  and  where 
they  are  not.  They  can  tell  you  right  down  to  the  penny,  most  of 
them. 

Senator  LiEBERMAN.  You  are  absolutely  right. 

Mr.  Campbell.  They  are  not  dumb  on  this  subject,  and  they 
know  right  at  the  borderline  where  they  need  to  stay,  and  a  lot  of 
them  are  very  good  at  it. 

As  a  matter  of  fact,  we  have,  in  our  studies  in  South  Carolina, 
found  fourth  generations  who  have  never  seen  anybody  go  to 
work — fourth  generation. 

So  there  is  a  problem  out  there  that  is  beyond  the  people  that 
want  to  go  to  work  and  cannot  find  a  job  and  have  to  go  on  welfare. 
There  is  an  institutionahzed  welfare  culture  out  there  that  you  also 
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have  to  deal  with,  trying  to  get  into,  in  order  to,  as  you  said,  Sen- 
ator, save  the  children,  because  that  is  where  you  are  aiming. 

And  our  efforts  on  this  are  first  to  try  to  get  a  healthy  baby — 
first  try  to  avoid  the  teenage  or  the  young  children's  pregnancy. 

Senator  LlEBERMAN.  Right. 

Mr.  Campbell.  I  mean,  we  delivered  two  10-year-olds  in  Colum- 
bia, South  Carolina  last  year,  to  give  you  an  idea  about  how  fast 
this  thing  is  multipljdng  and  what  you  are  dealing  with.  It  is  scary. 

But  to  try  to  educate  them,  try  to  do  something  to  get  things  on 
a  normal  type  of  plane  for  them  as  they  grow  up,  and  at  the  same 
time  to  try  to  educate  the  parents,  a  healthy  child,  try  to  get  them 
their  immunizations  by  the  time  they  are  two. 

We  took  our  State — last  year  we  had  about  the  lowest  immuniza- 
tion rate  of  children  in  the  whole  country,  and  in  18  months  we 
have  the  highest  immunization  rate  in  the  country  of  children 
under  two. 

Senator  Lieberman.  Good  for  you. 

Mr.  Campbell.  And  we  had  a  public/private  partnership.  We 
brought  our  doctors  under  the  umbrella  of  the  State,  so  that  they 
would  not  get  sued  out  there  when  1  in  100,000  children  might 
have  had  a  reaction.  And  we  went  out  and  did  it. 

So  there  are  certain  things  you  are  going  to  have  to  do  collec- 
tively. And  the  States  can  do  those.  You  cannot  do  it  out  of  Wash- 
ington. 

Senator  Lieberman.  Do  you 

Mr.  Campbell.  But  we  can  do  them. 

Senator  Lieberman.  I  am  sorry.  You  talked  about  some  of  the 
Draconian  stuff.  But  when  you  talk  about  a  10-year-old  giving  birth 
to  a  child  and  you  think  about  the  future  of  the  baby 

Mr.  Campbell.  Oh,  yes. 

Senator  Lieberman  [continuing].  And  the  odds  against  that  baby 
and  how  much  better  it  is  going  to  be  if  we  create  some  of  the  al- 
ternatives, let  alone  the  impact  on  that  10-year-old,  what  is  the  fu- 
ture of  that  child  going  to  be  as  she  grows  up.  So  I  do  not  worry 
about  the  word  "Draconian",  and  in  a  proposal  that  I  have  men- 
tioned that  I  referred  to  earlier,  I  do  want  to  give  wide  latitude  to 
the  States  to  experiment  with  these  programs  and  see  which  work, 
and  then  when  they  find  out  they  work,  we  will  apply  them  nation- 
ally. 

The  one  qualification  or  caveat  or  requirement  that  I  would  make 
is  that  there  be  some  certification  at  the  Federal  level  that  the  pro- 
gram does  still  maintain  a  safety  net  for  the  children,  that  we  not, 
in  that  sense,  punish  the  babies  for  the  sins  of  their  parents  here. 

And  if  I  hear  you  on  the  program  that  you  are  trying,  even  if 
AFDC  is  cut  off  for  the  whole  family,  I  presume  that  Medicaid,  food 
stamps,  and  some  other  benefits  of  that  kind  might  be  available. 

Mr.  Campbell.  The  children's  things  would  remain.  We  have  a 
list  of  the  things  that  they  cut  off,  when  the  family  cuts  off,  and 
it  is  really  to  try  to — it  is  more  of  an  incentive  to  test  whether  they 
go  completely  off,  and  then  if  you  had  to  catch  the  children  in  a 
safety  net,  you  have  that  ability 

Senator  Lieberman.  Right. 
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Mr.  Campbell  [continuing].  Whether  it  is  under  the  WIC  pro- 
gram, as  you  are  talking  about  women,  infants,  children  type  sup- 
port programs  and  some  of  the  other  programs  that  we  have. 

And  it  is — I  do  not  really  anticipate,  to  be  perfectly  honest  with 
you,  having  very  many  instances.  But  in  some  instances — let  us  be 
very  blunt  about  something — ^in  some  instances  where  the  family 
itself  has  deteriorated  and  that  child  is  in  an  extremely  bad  situa- 
tion, and  you  cannot  get  them  to  do  an5rthing  to  help,  we  do  it  now. 
We  have  to  sometimes  take  a  child  out  of  a  home.  Nobody  likes  to 
do  that. 

Senator  LlEBERMAN.  Sure. 

Mr.  Campbell.  We  put  them  either  in  foster  care  or  in  a  tem- 
porary facihty.  Nobody  likes  to  do  that.  But  if  you  have  a  child  that 
is  in  a  family,  that  has  perhaps  got  parents  or  a  parent  that  may 
or  may  not  be  an  alcoholic  or  a  drug  addict  or  whatever  they  hap- 
pen to  be  in  this  program,  or  maybe  somebody  that  just  will  not 
do  it  and  does  not  take  care  of  those  children,  you  have  to  do  some- 
thing, but  you  are  going  to  save  that  child  one  way  or  the  other. 

Senator  LlEBERMAN.  I  agree.  Let  me  ask  you  this:  The  current 
waiver — oh,  I  am  sorry;  I  did  not  see  the  light. 

Thanks,  Grovemor.  Thank  you,  Mr.  Chairman. 

Mr.  Campbell.  Thank  you,  Senator. 

Chairman  ROTH.  The  hour  is  growing  late.  Otherwise,  I 
would 

Senator  LlEBERMAN.  No,  sorry.  Thank  you.  I  appreciate  it. 

Chairman  RoTH.  Senator  Levin? 

Senator  Levin.  Thank  you,  Mr.  Chairman. 

Let  me  first  commend  you  on  your  testimony  and  on  your  good 
efforts  in  this  area. 

I  am  intrigued  by  your  contract.  People  are  assured  in  your  con- 
tract, as  I  gather,  that  they  will  be  offered  training  or  an  education 
leading  to  a  job.  They  £ire  also  apparently  assured  that  there  will 
be  a  job  of  some  kind,  that  they  will  be  offered  a  public  service  job 
if  they  cannot  get  a  private  job.  Are  both  those  things  true? 

Mr.  Campbell.  That  is  right. 

Senator  Levin.  What  about  day  CEire?  Are  they  assured  of  day 
care,  too? 

Mr.  Campbell.  We  have  some  day  care  components  in  it.  Let  me 
ABC  it.  I  am  sorry  I  did  not  give  it  to  you  right,  and  I  will  be  very 
quick  about  it. 

It  is  an  assessment  first,  and  then  there  is  an  individual  plan  for 
each  adult  to  determine  what  they  have  to  do  to  prepare  for  em- 
ployment, and  they  have  timefi^ames  based  on  their  educational 
level  as  to  what  time  you  give  them  to  get  prepared.  If  they  are 
a  high  school  graduate,  it  will  be  much  shorter.  If  they  are  a  sev- 
enth grade  dropout,  then  obviously  you  have  a  different  thing. 

Upon  the  completion,  they  have  to  go  to  work  or  be  assigned  to 
full-time  pubhc  service,  one  or  the  other.  And  failure  to  adhere  to 
the  terms  of  it,  they  are  going  to  lose  their  AFDC  benefits  for  peo- 
ple in  Charleston,  and  broader  benefits  and  for  adults  only  in 
Berkeley  and  Dorchester. 

It  will  serve  the  intact  family.  We  are  not  running  the  husband 
out  of  the  household.  I  mean,  you  are  running  a  potential  bread- 
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winner  out  when  you  run  him  out,  and  we  have  kind  of  had  that 
situation  a  long  time,  and  I  do  not  think  it  works  real  well. 

The  recipients  are  going  to  be  required  to  participate  in  a  work 
training  program  when  the  youngest  child  is  6  months  of  age.  We 
are  not  going  up  to  2  years  of  age. 

Senator  Levin.  Who  pays  for  the  training  program? 

Mr.  Campbell.  The  training  programs  that  we  have  would  be 
part  of  our  general  education  program,  whether  we  put  them  into 
our  programs  that  have  to  do  with  our  technical  schools — and  most 
of  the  time,  we  switch  into  the  technical  schools;  we  are  having 
adult  training  with  them,  and  we  have  them  located,  16  of  them, 
throughout  the  State. 

Senator  Levin.  Is  someone  not  on  welfare  going  to  be  eligible  for 
that  same  training? 

Mr.  Campbell.  They  are,  but  there  is  a  payment  scale  as  op- 
posed to  some  subsidies. 

Senator  Levin.  If  you  are  on  welfare,  is  the  pa3rment  waived? 

Mr.  Campbell.  We  will  pick  up  some  of  that  cost  of  them.  But 
right  now  in  our  adult  education  program,  we  have  absolutely  free 
training  in  a  lot  of  it. 

Senator  Levin.  So  there  are  some  instances — what  I  am  driving 
at  is  that  someone  on  welfare  will  be  given  a  benefit  that  someone 
not  on  welfare  would  not  be  eligible  for? 

Mr.  Campbell.  They  might  be  given  a  benefit  or  they  might  have 
a  lower  cost  if  you  have  them  participating  in  order  to  transition. 

Senator  Levin.  One  thing  has  always  worried  me  about  benefits 
like  this  to  people  on  welfare.  While  I  understand  the  reason  why 
you  want  to  have  incentives  to  get  off  welfare  and  have  require- 
ments to  get  off  welfare,  not  just  incentives,  if  we  provide  greater 
benefits  to  people  who  are  on  welfare  than  to  people  who  aren't,  the 
working  poor — like  if  we  give  day  care  to  someone  on  welfare  but 
not  someone  who  is  off  welfare — ^then  the  person  who  is  not  on  wel- 
fare who  is  making  a  minimum  wage  is  saying,  gee,  if  I  were  on 
welfare  right  now  making  minimum  wage,  I  would  have  day  care 
for  my  kid.  The  person  over  there  who  is  making  minimum  wage, 
getting  off  welfare,  doesn't  get  day  care  or  get  the  training  benefit 
or  gets  whatever  that  benefit  is. 

There  has  been  a  lot  of  resentment  in  that  area.  How  do  you  ad- 
dress that  issue? 

Mr.  Campbell.  OK,  the  working  person  may  still  have — for  in- 
stance, under  a  Medicaid  waiver  I  have,  a  working  poor  person  can 
buy  into  Medicaid  or  actually  be  eligible  to  maintain  Medicaid  at 
a  certain  level  of  earnings  and  can  buy  into  it  as  they  go  up. 

As  they  participate  in  their  increase  in  earnings,  they  can  still 
buy  into  that  program. 

Now,  that  is  an  idea  of  another  combination  of  programs  and  we 
had  to  get  a  waiver  to  do  that,  so  that  we  take  that  person  who 
is  working,  that  wants  to  keep  their  health  benefit,  and  they  can 
buy  into  it  at  a  very  low  cost  and,  as  their  wages  increase,  they 
pay  a  higher  part  until  they  transition  off. 

Senator  Levin.  If  there  is  still  a  differential  in  the  availability 
of  a  benefit  to  someone  on  welfare  to  that  working  poor  person  who 
is  not  on  welfare,  you  get  resentment.  In  fact,  it  is  an  incentive  to 
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go  on  welfare  because  the  only  way  I  get  training  or  that  day  care 
is  if  I  go  on  welfare  and  then  move  off  of  it. 

My  question  is  are  there  those  benefits — and  I  understand  the  di- 
lemma, by  the  way,  I  don't  have  an  answer  to  my  own  dilemma, 
believe  me — but  is  there  a  problem  in  that  regard?  That  in  the  con- 
tract you  would  be  offering  benefits  to  people  which  are  not  avail- 
able to  a  working  poor  person  with  children  who  is  not  on  welfare? 

Mr.  Campbell.  I  woidd  have  to  answer  your  question  that  prob- 
ably on  certain  occasions,  there  are,  but  let  me  clarify  that  just  one 
bit. 

If  a  person  is  not  on  welfare  and  they  want  to  go  to  school,  there 
are  open-door  pohcies.  The  adult  education  programs  are  wide 
open.  They  are  there,  they  are  available  to  them,  it  is  not  a  cost. 
It  is  part  of  our  program.  It  is  part  of  our  State  education  program. 

Senator  Levin.  OK. 

Mr.  Campbell.  If  you  come  in  to  create  jobs,  we  train  your 
workforce  for  free.  So  if  I  am  a  marginal-level  worker  over  here, 
say,  making  $6  an  hour,  and  a  company  comes  in  that  is  going  to 
pay  $12  an  hour  and  I  would  like  to  get  a  job — and  the  technical 
schools  do  free  training  as  psirt  of  our  education  program,  so  that 
they  can  upgrade  themselves  and  apply  for  the  other  job. 

Senator  Levin.  The  performance  standards  were  required  in  the 
1988  Act,  and  apparently  we  have  not  gotten  the  reports  required 
by  that  Act  from  the  States.  The  Act  was  intended  to  give  greater 
flexibility  to  the  States  with  the  condition  that  we  wanted  specific 
measurements  of  outcomes.  We  haven't  gotten  them  from  the 
States. 

Do  you  know  why? 

Mr.  Campbell.  I  can't  answer  you  on  what  they  were. 

Most  of  us  have  some  reporting  that  we  give  to  the  Federal  Gov- 
ernment on  a  regular  basis  on  a  lot  of  our  programs,  and  they  do 
surveys  on  us  and  if  they  don't  have  all  the  data,  I  don't  know  why. 

Senator  Levin.  I  thiiik  we  will  hear  from  the  next  witness. 
Thanks  so  much. 

Mr.  Campbell.  Thank  you. 

Chairman  RoTH.  Thank  you  very  much  for  being  here  today, 
Governor  Campbell.  Your  testimony  has  been  most  helpful. 

Mr.  Campbell.  Thank  you  very  much. 

Chairman  RoTH.  Next,  I  would  like  to  call  on  the  Hon.  Jane 
Campbell,  President,  National  Conference  of  State  Legislatures, 
and  no  relation,  as  far  as  I  know. 

Ms.  Campbell.  Not  as  far  as  I  know,  either. 

Chairman  ROTH.  It  is  a  pleasure  to  welcome  you,  Ms.  Campbell. 
Your  full  statement  will  be  included  as  if  read,  and  we  look  forward 
to  hearing  from  you, 

TESTIMONY  OF  HON.  JANE  CAMPBELL,i  ASSISTANT  MINORITY 
LEADER,  OfflO  HOUSE  OF  REPRESENTATIVES,  AND  PRESI- 
DENT, NATIONAL  CONFERENCE  OF  STATE  LEGISLATURES 

Ms.  Campbell.  Thank  you,  Mr.  Chairman.  I  brought  a  visual  aid 
for  the  Committee.  These  four  books  are  the  regulations  which  are 
necessary  to  apply  for  the  welfare  program  just  to  simply  apply  for 


*The  prepared  statement  of  Ms.  Campbell  appears  on  page  151. 
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food  stamps,  AFDC,  and  Medicaid  in  the  State  of  Ohio,  and  I  think 
they  give  you  a  Httle  bit  of  background. 

Before  I  get  started  officially  with  my  conversation  with  you,  I 
want  to  bring  you  special  greetings  from  the  immediate  past  presi- 
dent of  the  National  Conference  of  State  Legislatures,  Bob  Connor. 

As  you  know.  Bob  is  doing  the  people's  business  in  Delaware,  and 
so  he  couldn't  be  with  us  today  and  asked  me  to  make  sure  that 
he  was  especially  remembered  to  those  of  you  who  are  here,  and 
particularly  to  his  own  Senator. 

Let  me  tell  you,  just  by  way  of  starting  this  conversation  about 
welfare,  that  I  think  we  need  to  take  a  minute  to  look  at  how  we 
got  into  this  dilemma.  Welfare  was  created  during  the  Great  De- 
pression. It  was  created  to  establish  a  mechanism  to  make  sure 
that  widows  and  children  didn't  starve. 

It  was  created  with  a  different  set  of  expectations.  We  didn't  ex- 
pect women  to  work.  It  was  created  for  long-term  dependency,  and 
it  hasn't  been  fundamentally  changed  since  its  creation — there  has 
been  a  lot  of  tinkering  on  the  margins — so  I  don't  know  why  we  are 
so  surprised  when  it  is  a  long-term  dependency  program. 

In  fact,  if  we  also  look  for  a  minute  at  what  has  happened  over 
the  last  30  years,  30  years  ago  President  Johnson  declared  War  on 
Poverty.  And  if  we  were  going  to  look  realistically  at  the  plight  of 
children  in  this  country,  after  30  years  of  a  War  on  Poverty,  pov- 
erty is  winning  for  children. 

In  the  State  of  Ohio  in  1970,  13  percent  of  our  children  lived  in 
poverty.  In  1990,  18  percent  of  our  children  live  in  poverty.  That 
means  that  484,000  of  our  2.8  million  children  in  the  State  of  Ohio 
are  living  in  poverty. 

We  are  very  anxious  at  the  National  Conference  of  State  Legisla- 
tures to  work  with  you  in  tr3dng  to  create  a  new  system  that  will 
invest  in  family  independence,  that  will  invest  in  our  ability  to 
move  children  out  of  poverty. 

I  think  that  it  is  time  that  instead  of  saying  the  measure  of  suc- 
cess for  our  involvement  with  these  programs  is  whether  or  not  we 
have  properly  filled  out  all  the  forms  that  are  generated  by  these 
regulations,  the  measure  of  the  success  ought  to  be  whether  we 
have  moved  children  fi-om  poverty  into  independence  whether  we 
have  created  a  situation  where  their  parents  are  able  to  provide  fi- 
nancial security  for  those  families. 

I  think  it  is  important  if  we  take  for  a  minute — step  back  and 
say,  what  is  the  right  question?  We  have  to  ask  the  question  of — 
and  it  was  Senator  Cohen  from  Maine,  who  sort  of  came  up  with 
his  three  points  of,  are  we  going  to  save  the  children,  how  do  these 
programs  work,  and  this  is  not  something  that  you  can  design  at 
the  Federal  level.  This  is  very  much  in  concert  with  what  we  have 
been  doing  at  NCSL.  In  fact,  it  has  been  the  States  who  have  been 
doing  welfare  reform  in  different  configurations. 

You  had  in  your  earlier  questions — someone  asked  the  question 
about  tell  us  about  something  that  is  really  working;  tell  us  about 
something  that  has  made  a  difference.  I  bring  to  you  a  story  about 
something  that  we  have  done  in  the  State  of  Ohio.  It  started,  actu- 
ally, in  1988.  We  looked  at  that  time  at  teen  parents.  Because  teen 
parents  are  particularly  susceptible  to  long-term  dependency,  they 
have  very  special  needs. 


51 

We  were  able  to  secure  a  waiver  to  create  something  that  we  call 
the  Learning,  Earning,  and  Parenting  Program,  which  was  a  com- 
bination of  dealing  with  a  financial  incentive  and  providing  a  spe- 
cific counselor  to  work  with  young  people  who  were  parenting  and 
who  were  on  welfare. 

Now,  we  have  carefully  evaluated  that  program.  The  MDRC  has 
been  doing  the  evaluation,  and  after  several  years,  we  are  able  to 
say  that  that  program  has  been,  for  us,  a  success.  Fifteen  percent 
of  our  non-LEAP  parents  actually  graduated  from  high  school,  and 
21  percent  of  LEAP  parents  graduated  fi*om  high  school. 

There  is  also  a  significantly  higher  graduation  rate 

Chairman  Roth.  We  have  a  vote,  so  I  am  going  to  run  out  and 
vote. 

Ms.  Campbell.  OK 

Chairman  ROTH.  Senator  Lieberman  will  preside. 

Ms.  Campbell.  Very  well.  Thank  you,  Mr.  Chairman. 

Senator  LlEBERMAN  [presiding].  It  is  a  pleasure.  [Laughter.] 

Ms.  Campbell.  The  LEAP  Program  has  worked  for  us,  but  more 
important  than  working  for  us,  it  has  worked  for  those  children 
and  it  has  worked  for  those  parents. 

So  what  I  think  we  need  to  recognize 

Senator  LlEBERMAN.  Just  state  the  difference  again  between  the 
numbers  and  the  results. 

Ms.  Campbell.  This  is  April  1994  data. 

Senator  Lieberman.  OK. 

Ms.  Campbell.  There  were  approximately  10,000  Ohio  teens  who 
were  eligible  for  LEAP,  and  5,200  were  fully  participating.  The 
high  school  graduation  rate  for  non-LEAP  teen  parents  was  15  per- 
cent. For  teen  parents  participating  in  LEAP,  it  was  21  percent. 
And  the  cost  per  teen  to  participate,  our  cost,  was  only  $1,000,  so 
this  is  a  modest  annual  investment  in  actually  securing  high  school 
graduation. 

The  other  interesting  thing  is  there  was  a  statistically  higher 
graduate  rate  among  teenagers  who  lived  with  their  parents.  We 
did  not  put  a  mandatory  requirement  that  you  live  with  your  par- 
ents, because  there  is  some  question  about — there  are  some  cir- 
cumstances under  which  that  is  not  the  best  option. 

But  when  the  teenagers  did  live  with  their  parents,  they  had  a 
higher  graduate  rate. 

Senator  Lieberman.  I  don't  mean  to  interrupt  you,  but  just  very 
briefly,  it  is  very  significant  in  this  area  that  a  progression  fi-om 
15  to  21  percent  is  significant. 

I  mean,  to  the  average  person  walking  through  the  room,  it 
might  not  seem  significant,  but  dealing  here,  it  is,  and  it  is  in  small 
steps  like  that  that  we  are  going  to  achieve  change. 

I  am  sorry,  go  ahead. 

Ms.  Campbell.  That  is  fine. 

The  other  thing,  Mr.  Chairman,  is,  the  National  Conference  of 
State  Legislatures  would  argue  vigorously  for  State  flexibility. 

I  share  with  you  the  LEAP  statistics  and  the  LEAP  information 
because  that  is  a  circumstance  that  our  State  has  tried,  but  at  the 
same  time  there  are  a  number  of  other  things. 

We  have  a  welfare  reform  waiver  pending  to  do  something  with 
the  earnings  disregard  and  the  100-hour  rule.  We  have  just  been 
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granted  a  waiver  to  deal  with  a  health  care  measure  which  is 
called  OhioCare. 

In  the  waiver  process,  there  are  some  good  things  and  some  bad 
things.  If  we  are  going  to  retain  the  waiver  process,  one  of  the 
things  that  the  National  Conference  is  concerned  about  is  making 
sure  that  the  legislatures  are  involved  in  the  waiver  process  at  the 
front  end. 

The  LEAP  program  was  authorized  in  the  budget  and  so  there 
was  already  State  law  giving  us  essentially  authority  to  move  for- 
ward with  that  program.  And  so  when  the  negotiations,  which  were 
essentially  Executive  Branch  negotiations  between  executives  in 
Washington,  executives  in  Columbus,  came  forward  with  the  pro- 
gram, they  could  go  on  ahead  and  implement  it. 

Contrast  that  with  this  OhioCare  waiver  which  was  just  granted 
last  week.  To  date,  the  legislature  has  not  been  involved  in  those 
negotiations  at  all,  and  we  are  about  now  to  confront  the  task  of 
figuring  out  what  kind  of  major  State  law  changes  there  need  to 
be. 

And  because  all  those  negotiations  went  on  before  the  State  law 
issues  were  addressed,  the  legislature  is  in  a  difficult  position  be- 
cause if  we  ask  too  many  hard  questions,  the  answer  we  get  back 
from  the  administration  is,  well,  we  can't  really  do  that  because  we 
might  put  the  waiver  at  risk.  So  we  are  concerned  that  the  waiver 
process  does  not  fully  engage  the  legislative  authorities. 

Senator  Lieberman.  That  is  a  good  point.  I  guess  the  question 
would  be,  responding  to  what  Governor  Campbell  said  as  the  last 
witness  about  the  length  of  the  process,  would  that  not  add  another 
layer  to  the  waiver  process  and  therefore  make  it  longer  than  it 
should  otherwise  be? 

Ms.  Campbell.  Well,  Mr.  Chairman,  if  you  contrast  just  our  two 
examples  that  I  used,  the  LEAP  example  and  the  OhioCare,  LEAP 
was  authorized  in  the  budget.  We  basically  did  the  principal  out- 
lines and  then  said  the  department  shall  seek  waiver  in  order  to 
enact  this. 

So  then  we  had  to  come  in  and  we  had  to  tinker  on  the  margins 
to  accommodate  the  negotiations,  but  the  thrust  of  the  program 
was  intact. 

The  OhioCare  has  not  had  a  similar  activity  and  so  it  is  almost 
as  if  there  would  be  a  circumstance  where  you  could  have  legisla- 
tures essentially  authorize  the  waiver  negotiations. 

My  understanding  of  the  way  that  they  did  it  in  Tennessee  for 
what  is  now  the  TennCare  Program  is  they  made  a  fairly  signifi- 
cant State  law  change  to  provide  to  the  governor  fairly  extraor- 
dinary flexibility  in  negotiating  the  Medicaid  program  in  Ten- 
nessee, and  that  was  in  hand  prior  to  the  negotiations  between. 

Now,  the  other  question  is  if  we  are  really  talking  about  using 
the  States  as  a  laboratory  for  welfare  reform,  ought  we  to  be  spend- 
ing all  our  time  on  the  waiver  process  or  ought  we  to  be  looking 
at,  instead,  providing  States  much  more  flexibility  in  their  initial 
State  plan?  And  so  that  we  can  simply  say,  here  is  the  plan  we  in- 
tend to  use,  we  have  a  number  of  options,  and  not  have  to  do  waiv- 
er negotiations  on — we  are  engaged  in  waiver  negotiations  on 
waiving  the  100-hour  rule,  which  has  been  waived  by,  I  don't  know. 
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10,  12  States,  increasing  the  earning  disregards,  which  has  been 
done  by  a  similar  number  of  States. 

The  welfare  reform  waiver  that  Ohio  is  currently  negotiating  on 
doesn't  really  have  anything  drsimatic  in  it,  doesn't  have  anything 
in  it  that  no  other  State  has  tried.  And  so  if  we  were  going  to  really 
step  back  to  the  drawing  board  and  say  we  were  going  to  deal  with 
State  flexibility,  we  could  accomplish  that  more  effectively  by  per- 
mitting States  to  choose  options  rather  than  having  to  negotiate. 
I  think  there  are  now  30  States  that  are  operating  under  a  waiver. 

Senator  LlEBERMAN.  Forgive  me.  That  is  a  very  good  point.  As 
much  as  I  don't  hke  to  give  up  the  pleasure  of  chairing,  once  again, 
I  think  I  had  better  depart  to  make  sure  I  don't  miss  the  vote.  So 
if  you  would  just  stand  at  ease  for  a  moment,  I  am  sure  Senator 
Roth  is  on  the  way  back.  I  will  be  back,  too. 

Ms.  Campbell.  OK 

[Recess.] 

Chairman  ROTH.  I  apologize,  Ms.  Campbell,  but  I  guess  from 
your  own  experience  you  know  the  problem. 

Were  you  able  to  finish  your  testimony? 

Ms.  Campbell.  Mr.  Chairman,  I  was  working  on  my  testimony, 
actually.  Senator  Lieberman  sort  of  asked  me  questions  as  we  went 
along. 

Chairman  Roth.  Yes. 

Ms.  Campbell.  We  had  a  discussion,  shall  we  say,  which  was 
fine  with  me. 

Chairman  RoTH.  Grood.  Please  proceed,  then. 

Ms.  Campbell.  Mr.  Chairman,  if  I  can  just  try  to  summarize,  the 
concerns  that  we  have  is  that  we  see  there  are  some  choices  here, 
and  that  this  is  sort  of  a  historic  time  as  we  look  at  the  welfare 
system.  And  we  can  either  have  these  continuing  regulations  where 
we  spend  an  extraordinary  amount  of  money  emplojdng  people  that 
read  these  things  and  figure  them  out  and  fill  out  forms,  and  you 
spend  an  extraordinary  amount  of  money  with  people  who  write 
these  kinds  of  regulations  and  then  read  what  we  write,  none  of 
which  gets  any  child  any  better  off",  any  parent  more  able  to  sup- 
port their  child,  or  moves  anybody  to  a  better  situation. 

What  we  are  concerned  about  is  that  when  we  talk  seriously 
about  State  flexibility,  we  do  that  with  some  real  understanding  of 
the  programs.  We  do  that  with  some  real  understanding  of  the  peo- 
ple involved. 

Our  welfare  population  is  not  all  the  same  kind  of  folks.  People 
turn  to  welfare  for  a  variety  of  things.  You  have  women  who  were 
never  married.  You  have  women  who  have  been  abandoned.  You 
have  people  who  have  suffered  domestic  violence.  You  have  cir- 
cumstances that  really  are  beyond  people's  control. 

My  mother  grew  up  in  Youngstown,  Ohio,  which  for  generations 
was  a  thriving  community.  People  had  good  jobs  in  the  steel  mills. 
Then  in  the  early  1980's,  the  auto  industry  went  through  terrible 
circumstance.  There  is  now  no  functioning  steel  mill  in  Youngs- 
town, Ohio. 

There  are  families  who,  for  a  couple  of  generations,  relied  on 
those  steel  mills  for  their  livelihood  and  could  have  good  jobs  with- 
out college  education,  sometimes  without  even  a  high  school  edu- 
cation, and  could  support  their  famflies. 
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Those  kind  of  folks  need  our  help,  as  well,  when  we  are  looking 
at  a  welfare  reform  measure.  And  so  when  we  in  the  National  Con- 
ference have  looked  at  questions  about  block  grants,  consolidation, 
and  those  kind  of  things,  we  are  concerned  that  it  be  done  in  a  way 
that  the  financial  support  that  flows  through  the  States  to  the  peo- 
ple in  need  is  able  to  be  there,  responding  to  the  needs. 

We  are  interested  in  being  involved  in  a  conversation  with  you 
on  a  bipartisan  basis,  lawmaker  to  lawmaker.  Some  of  you  have 
been  through  the  legislative  system  in  your  States  and  you  know 
that  as  legislators  we  have  a  sort  of  different  take  on  things. 

We  end  up  probably  more  concerned  about  what  happens  with 
the  money  and  how  does  that  track  because  we  are  most  intimately 
involved  in  the  budget  negotiation.  We  want  to  see  a  way  clear  to 
making  sure  that  we  preserve  some  of  the  good  features  that  there 
are  from  the  entitlement  programs,  some  of  the  features  that  make 
certain  that  when  there  is  a  recession,  there  is  a  way  for  us  to  con- 
tinue to  support  families  who  have  played  by  the  rules  and  been 
working  all  along,  and  that  we  don't  get  ourselves  in  a  cir- 
cumstance where  we  have  used  up  all  the  money  and  we  can't  sup- 
port those  families.  So  we  are  in  some  ways  very  excited  about  the 
conversation  that  is  going  on  because  we  have  been  so  anxious  for 
so  long  to  have  comprehensive  flexibility. 

Instead  of  being  judged  by  how  well  we  fill  out  these  forms,  let 
us  be  judged  by  whether  children  are  moved  out  of  poverty.  Let's 
figure  out  how  to  do  that,  but  let's  do  it  carefully  and  cautiously, 
and  I  know  that  you  have  really  decided  to  do  this  in  a  way  that 
looks  at  it  as  carefully  as  you  can. 

I  really  appreciate  that  opportunity  to  start  this  conversation  and 
I  guess  I  would  just  simply  offer  to  you  the  National  Conference 
as  a  resource.  We  can  bring  to  you  people  who  have  been  in  States 
that  have  done  experiments. 

You  want  a  big  State,  a  small  State,  a  Republican,  Democrat,  all 
kinds  of  folks.  We  can  tell  you  people  who  have  been  working  in 
that  and  we  are  really  looking  forward  to  the  opportunity  to  work 
with  you. 

Why  don't  you  ask  me  what  you  want  to  know? 

Chairman  ROTH.  Well,  thank  you,  Ms.  Campbell.  It  is  a  pleasure 
to  have  you  here. 

What  I  would  like  to  do  is,  basically,  ask  you  the  three  questions 
I  asked  your  namesake.  One  is  whether  you  or  your  organization 
have  any  feeling  about  a  preference  of  going  the  route  of  grants  or 
making  waivers  more  readily  available  for  a  number  of  programs. 
As  I  mentioned  earlier,  waivers  are  provided  for  in  the  basic  wel- 
fare program,  whereas  they  are  less  available  under  food  stamps 
and  there  really  is  no  waiver  provision  in  the  housing  assistance. 

Do  you  think  that  we  are  better  off  going  the  waiver  route,  or 
would  you  prefer  the  block  grant? 

Ms.  Campbell.  Mr.  Chairman,  I  think  there  are  options  in  be- 
tween those.  One  of  the  things  that  we  have  suggested  is  that  for 
those  kinds  of  experiments  that  are  being  done  by  several  States 
now — there  are  some  33  States  that  now  have  waivers  in  the  Aid 
to  Families  with  Dependent  Children  area. 

What  we  would  like  to  see  is  give  us  more  options  in  our  State 
plan  and  so  that  we  don't  have  to  continually  apply  for  a  waiver 
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to  do  something  that  maybe  another  State  has  already  done  and 
it  shows  that  it  works.  Let  us  make  those  decisions  based  on  our 
own  resources,  our  own  understanding  of  our  community. 

The  other  concern  we  have  about  waivers,  which  I  talked  some 
about  with  Senator  Lieberman  when  he  was  here,  is  that  we  want 
to  make  certain  that  the  waivers  are  done  with  the  legislatures 
being  involved. 

The  waiver  negotiations  right  now  are  Executive  Branch  to  Exec- 
utive Branch,  from  the  Washington  Executive  Branch  to  the  Co- 
lumbus, Bloomington — insert  the  name  of  your  State  capital. 

Chairman  RoTH.  Yes. 

Ms.  Campbell.  If  the  legislature  has  not  been  involved  initially 
in  those  waiver  creations  and  there  are  major  changes  to  State  law, 
what  can  happen  is  that  even  after  a  long  series  of  waiver  negotia- 
tions, the  program  may  never  go  forward  and  that  has  actually 
happened. 

I  talked  while  you  were  out  voting  about  the  Learning,  Earning, 
and  Parenting  Program,  which  was  created  in  State  law  in  Ohio  in 
the  budget,  and  then  when  the  waiver  was  granted,  they  could  ac- 
tually implement  the  program. 

There  are  some  concerns  that  legislatures  uniquely  have  in  the 
waiver  process.  Partly,  that  is  because  what  happens  when  there 
is  a  waiver  where  there  is  some  controversy  attached,  the  legisla- 
ture becomes  the  pubhc  forum.  There  is  not  a  pubhc  hearing  proc- 
ess in  a  waiver  negotiation  between  the  two  administrations.  It  is 
only  when  it  comes  time  to  change  the  State  law. 

We  are  concerned  as  we  look  at  the  block  grant  concept,  which 
we  are  interested  in  pursuing — we  have  some  concerns  about  mak- 
ing sure  that  there  really  is  flexibiUty  within  the  block  grant. 

It  won't  work  to  sort  of  leave  all  these  rules  that  generate  these 
books  in  place  and  then  say,  here  is  a  block  grant,  because  it  is  not 
going  to  really  give  you  any  more  flexibility. 

That  is  one  concern.  The  other  concern  is  how  do  we  deal  with 
circumstances  that  arise  from  something  like  a  recession,  where  sill 
of  a  sudden  we  have  a  lot  more  people  in  need  than  we  have  had 
in  the  past? 

There  is  some  history  with  block  grants  that  the  intention  of  the 
block  grant  to  grow  with  need  is  perhaps  there,  but  the  actual  re- 
sources are  not  there.  The  social  service  block  grant  is  an  example 
of  that. 

In  14  years,  we  have  had  one  increase  in  the  social  service  block 
grant,  while  the  cost  of  inflation  has  gone  up  dramatically  over 
that  period  of  time. 

We  would  be  interested  in  participating  fully  in  the  discussion. 
We  don't  want  to  dismiss  the  concept  of  block  grants  out  of  hand. 
We  also  don't  want  to  lose  some  of  the  important  features  that 
have  been  there  as  a  result  of  the  entitlement  programs. 

ChairmEin  RoTH.  I  would  agree  that  it  is  critically  important  that 
the  State  legislatures  be  brought  into  an  active  discussion  as  we 
proceed  along  the  route  of  reform. 

Because  of  the  lateness  of  the  hour,  we  may  have  further  ques- 
tions which  we  would  submit  to  you  in  writing. 

Ms.  Campbell.  I  would  be  happy  to  have  them. 


56 

Chairman  ROTH.  I  want  to  express  my  appreciation  for  your 
being  here  today,  and  I  find  your  testimony  very  helpfiil. 

Ms.  Campbell.  Thank  you,  Mr.  Chairman.  Thank  you  for  the  op- 
portunity. 

Chairman  ROTH.  Thank  you,  Ms.  Campbell. 

We  will  next  call  up  the  panel  of  the  Hon.  Mary  Jo  Bane,  Assist- 
ant Secretary  for  Children  and  Families  of  the  U.S.  Department  of 
Health  and  Human  Services;  William  Ludwig,  the  Administrator, 
Food  and  Consumer  Service  of  the  U.S.  Department  of  Agriculture; 
and  Michael  Stegman,  Assistant  Secretary  for  Policy  Development 
and  Research,  U.S.  Department  of  Housing  and  Urban  Develop- 
ment. 

It  is  a  great  pleasure  to  welcome  each  and  every  one  of  you.  Be- 
cause of  the  lateness  of  the  hour,  we  would  ask  you  to  summarize 
your  statements.  Your  full  statements,  of  course,  will  be  included 
as  if  read. 

Ms.  Bane,  would  you  care  to  start? 

TESTIMONY  OF  MARY  JO  BANE,i  ASSISTANT  SECRETARY  FOR 
CHILDREN  AND  FAMILIES,  U.S.  DEPARTMENT  OF  HEALTH 
AND  HUMAN  SERVICES 

Ms.  Bane.  Thank  you,  Mr.  Chairman,  I  am  delighted  to  be  here. 
I  am  the  Assistant  Secretary  for  Children  and  Families  in  the  De- 
partment of  Health  and  Human  Services.  My  agency  has  respon- 
sibility for  administering  the  largest  welfare  programs,  AFDC,  the 
Child  Support  Enforcement  Program,  and  a  number  of  the  other 
programs  that  protect  this  countr5^s  needy  families  and  children. 
Our  agency  is  also  responsible  for  granting,  or  not  granting,  waiv- 
ers. 

I  do  appreciate  the  opportunity  to  come  before  you  today,  and  I 
will  try  to  summarize  my  testimony  very  briefly  that  I  have  sub- 
mitted for  the  record. 

As  you  know,  Mr.  Chairman,  the  President  submitted  a  com- 
prehensive welfare  reform  proposal  last  year  that  addresses  what 
we  believe  are  serious  flaws  in  the  current  welfare  system.  The  ad- 
ministration's approach  emphasizes  work,  responsibility,  and 
reaching  the  next  generation.  We  are  committed,  as  the  President 
indicated  again  last  night,  to  working  with  this  Congress  in  a  bi- 
partisan spirit  to  pass  bold  welfare  reform  legislation. 

In  drafting  our  reform  proposal,  we  tried  hard  to  identify  and 
correct  those  parts  of  the  system  that  undermined  work  and  re- 
sponsibility. We  focused  a  lot  of  attention  on  why  the  existing  wel- 
fare system  is  not  more  successful  in  promoting  work  and  respon- 
sibility. 

We  observed  that,  in  spite  of  the  Family  Support  Act,  the  welfare 
system  is.  not  nearly  tough  enough  about  insisting  that  recipients 
who  are  able  to  work  do  so,  or  that  recipients  who  need  to  prepare 
themselves  to  go  to  work  quickly. 

The  welfare  system  isn't  doing  nearly  enough  to  ensure  that  both 
parents  support  their  children,  and  it  is  not  providing  real  opportu- 
nities and  challenges  to  the  next  generation. 


'The  prepared  statement  of  Ms.  Bane  appears  on  page  162. 
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Mr.  Chairman,  let  me  also  assure  you  that  this  administration 
believes  strongly  in  State  flexibility.  As  a  former  State  welfare  com- 
missioner in  the  State  of  New  York,  I  am  well  aware  of  the  need 
and  the  ability  of  States  to  respond  creatively  to  their  unique  situa- 
tions and  reform  opportunities.  We  are  also  very  S5anpathetic  to 
State  concerns  about  onerous  and  inappropriate  Federal  regula- 
tions. 

The  administration's  welfare  reform  proposal,  in  fact,  greatly  en- 
hanced State  flexibility  with  respect  to  many  of  the  AFDC  rules 
that  most  affect  work  and  families,  and  it  also  gave  States  new 
flexibility  with  respect  to  how  they  administer  their  education, 
training,  and  work  activities  for  welfare  recipients. 

In  addition,  because  of  our  commitment  to  State  flexibility  and 
innovation,  we  have  worked  with  States  using  the  Section  1115 
waiver  authority  to  test  new  approaches  to  waiver,  like  the  Ohio 
LEAP  program  that  was  described  by  several  witnesses. 

Under  this  process,  we  have  approved  24  State  demonstrations 
in  23  States  that  enable  States  to  experiment  with  new  ways  of 
promoting  parental  responsibility,  making  work  pay,  and  helping 
families  become  self-sufficient. 

As  we  move  forward  to  consider  comprehensive  reforms,  there 
are  several  fundamental  questions  that  are  raised  about  the  design 
of  this  Nation's  welfare  system.  We  believe  that  several  key  goals 
should  govern  our  effort  to  redesign  the  welfare  system  and  ensure 
greater  State  flexibihty:  Achieving  the  national  reform  objectives  of 
work,  responsibiUty,  and  accountability;  ensuring  stability  in  fund- 
ing over  time  and  cushioning  States  and  individuals  against  eco- 
nomic cycles;  and  finally,  preserving  the  basic  protections  for  needy 
Americans,  especially  children. 

We  also  obviously  need  to  ensure  accountability  for  the  correct 
expenditure  of  Federal  funds. 

A  number  of  indicators  of  State  capacity  and  performance  show 
considerable  variation  in  the  extent  to  which  they  have  moved  in 
the  directions  envisioned  under  the  Family  Support  Act.  These 
variations  suggest  that  if  we  truly  want  comprehensive  and  wide 
spread  welfare  reform,  we  must  balance  the  needs  of  increased 
State  flexibihty  with  those  of  a  national  framework  of  requirements 
and  performance  standards. 

A  national  welfare  program  must  also  enable  States  to  dehver 
the  help  needed  by  families  who  fall  on  hard  times  and  who  play 
by  the  rules.  The  system  should  not  leave  the  States  and  their  tax- 
payers with  the  fuU  responsibility  for  addressing  the  increased  de- 
mands on  the  welfare  system  in  times  of  economic  or  demographic 
change. 

Under  the  current  system,  as  State  costs  increase  due  to 
downturns  in  the  national  State  economic  cycle  or  if  a  State's  needy 
population  increases  for  other  reasons,  more  Federal  funds  auto- 
matically become  available.  Block  grants  that  are  set  to  reflect  cur- 
rent spending  can  create  unpredictable  and  highly  variable  impacts 
due  to  inflation,  population  migrations,  and  changing  economic  and 
demographic  conditions. 

The  design  of  a  block  grant  or  the  allocation  of  a  capped  entitle- 
ment inevitably  requires  a  formula.  Different  formulas  product  dif- 
ferent winners  and  losers,  but  disparities  do  result. 
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My  full  testimony  contains  some  information  on  a  simulation 
that  we  did  that  shows  what  could  have  happened  to  States  had 
a  block  grant  proposal  been  in  place  between  the  years  1988  and 
1993,  and  all  the  details  are  in  my  fuller  statement. 

But  it  suggests  that  if  States  had  chosen  the  block  grant  option 
at  that  time,  States  in  the  aggregate  would  have  received  26  per- 
cent less  in  1993  than  they  actually  spent,  with  a  lot  of  variation 
among  the  States.  Delaware,  for  example,  would  have  received  35 
percent  less. 

As  we  reform  welfare  to  focus  on  work,  responsibility,  and  reduc- 
ing dependency,  we  must  not  forget  that  these  programs  provide  a 
lifeline  for  our  neediest  families.  As  a  Nation,  we  have  accepted  re- 
sponsibility for  ensuring  these  families  have  some  help  in  meeting 
their  basic  needs. 

We  don't  believe  that  the  issues  we  face  cannot  or  should  not  be 
solved.  Like  Members  of  Congress,  we  in  the  administration  believe 
that  the  welfare  system  needs  to  be  changed  in  fundamental  ways. 

The  administration's  welfare  reform  proposal  takes  bold  steps  to 
refocus  the  system  on  the  national  objectives  of  work  and  respon- 
sibility, while  at  the  same  time,  increasing  State  flexibility  and  pro- 
tecting America's  neediest  families.  Before  adopting  any  specific  ap- 
proach, it  is  very  important  that  we  carefully  assess  the  likely  im- 
pact of  that  approach. 

We  very  much  look  forward  to  working  with  this  Congress  and 
with  others  in  exploring  these  alternatives.  We  offer  our  full  co- 
operation in  providing  any  information  that  can  be  helpful. 

I  will  be  happy  to  answer  questions  that  you  have.  Thank  you. 

Chairman  RoTH.  Thank  you. 

Mr.  Ludwig. 

TESTIMONY  OF  WILLIAM  LUDWIG,i  ADMINISTRATOR  OF  THE 
FOOD  AND  CONSUMER  SERVICE,  U.S.  DEPARTMENT  OF  AG- 
RICULTURE 

Mr.  LuDWiG.  Thank  you,  Mr.  Chairman.  I  will  try  and  be  as  brief 
as  possible. 

This  administration  believes  there  are  two  critical  functions  that 
our  Nation's  food  assistance  programs  must  serve.  First,  our  pro- 
grams must  ensure  that  vulnerable  Americans  do  not  go  hungry. 
The  role  of  Government  in  helping  needy  people  feed  themselves  is 
fundamental  and  primary. 

A  second  function  of  our  nutrition  assistance  programs,  which 
are  different  fi"om  cash  assistance  programs,  is  to  fulfill  a  unique 
national  health  responsibility  they  promote  to  protect  the  basic 
health  and  well-being  of  needy  Americans.  The  scientific  link  be- 
tween diet  and  health  is  clear.  About  300,000  deaths  each  year  are 
linked  to  diet  activities. 

Since  their  inception,  our  national  nutrition  programs  have  been 
results-oriented,  designed  for  the  express  goal  of  improving  fami- 
lies' access  to  nutrition  security  and  better  diet.  Since  the  nation- 
wide expansion  of  the  Food  Stamp  Program  and  the  introduction 
of  the  WIC  Program,  the  gap  between  the  diets  of  low-income  and 
other  families  has  narrowed. 


1  The  prepared  statement  of  Mr.  Ludwig  appears  on  page  172. 
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The  incidence  of  growth  stunting  among  pre-school  children  has 
decreased  by  65  percent.  The  incidence  of  low  birth  weight  has  fall- 
en from  8.3  percent  to  7  percent.  The  prevalence  of  anemia  among 
low-income  pre-school  children  has  dropped  at  least  5  percent  over 
the  last  10  years. 

In  establishing  the  Food  Stamp  Program  in  1964,  and  again  the 
major  reform  of  1977,  Congress  identified  improved  levels  of  nutri- 
tion among  low-income  households  as  a  priority.  When  the  program 
began,  it  meant  more  food  on  the  table  for  367,000  Americans. 
Today,  the  Food  Stamp  Program  is  vital  to  the  health  and  well- 
being  of  over  11  million  households,  including  children,  the  elderly, 
the  working  single  parents,  and  the  disabled. 

USDA's  nutrition  assistance  programs  have  achieved  some  im- 
pressive results.  We  are  committed  to  making  them  work  even  bet- 
ter. We  must  get  back  to  the  basics  of  simplifying  rules,  increasing 
State  flexibility,  cutting  red  tape,  ensuring  program  integrity,  and 
providing  a  strong  nutrition  message. 

At  USDA,  we  have  been  working  for  2  years  to  achieve  these 
goals  and  are  proud  of  what  has  been  achieved  so  far  during  this 
administration,  including  implementation  of  the  Mickey  Leland 
Childhood  Hunger  Relief  Act,  the  rapid  rollout  of  electronic  benefit 
transfers  for  the  delivery  of  food  stamps,  working  with  States  as 
partners  to  ensure  payment  accuracy,  and  efforts  to  eliminate 
fraud  and  waste. 

All  of  these  changes  work  toward  making  our  programs  more  ef- 
ficient, more  effective,  so  that  the  maximum  results  can  be 
achieved  with  available  resources. 

There  is  much  more  to  be  done.  The  Department  is  eager  to  work 
with  you  and  further  the  goals  of  the  health  and  diets  of  Ameri- 
cans. As  we  design  and  develop  our  proposals  for  reform,  we  will 
be  guided  by  six  core  principles. 

First,  nutrition  security.  It  is  a  core  mission  of  USDA's  food  as- 
sistance programs  to  protect  the  health  and  nutritional  well-being 
of  these  vulnerable  populations,  now  and  into  the  next  century. 

Second,  modernizing  benefit  delivery.  We  will  improve  customer 
service  and  reduce  program  abuse  through  technologies  like  Elec- 
tronic Benefit  Transfer. 

Third,  State  flexibility.  We  will  work  with  States  to  design,  es- 
tablish, and  administer  procedures  that  meet  their  needs. 

Fourth,  economic  responsiveness.  Our  programs  must  assure 
adequate  levels  of  nutrition  assistance,  regardless  of  economic  con- 
ditions. 

Fifth,  personal  responsibility.  Our  programs  will  promote  per- 
sonal independence  and  responsibility. 

And  last,  six,  program  integrity.  We  will  work  aggressively  to 
eliminate  the  problems  of  fraud  and  abuse  that  threaten  our  pro- 
grams' image  and  have  eroded  the  public  trust. 

As  you  have  heard  this  morning  from  Ms.  Bane,  there  are  a 
number  of  proposals  under  serious  consideration  by  the  104th  Con- 
gress to  combine  and  return  federally-administered  programs  to 
the  States.  Ms.  Bane  has  discussed  how  these  proposals  would  af- 
fect welfare  programs. 

I  would  like  to  comment  briefly  on  how  the  proposals  could  affect 
a  low-income  family's  access  to  nutrition  and  health. 
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As  you  know,  USDA's  nutrition  programs  serve  a  much  broader 
population  than  Aid  to  Famihes  with  Dependent  Children  and  pre- 
dominately serve  children.  The  elderly  and  disabled  and  many  oth- 
ers who  are  unable  to  provide  for  themselves  are  served  by  our  pro- 
grams. In  fact,  we  estimate  that  82  percent  of  all  households  re- 
ceiving food  stamps  contain  either  a  child,  an  elderly  person,  or  a 
disabled  person. 

On  Tuesday,  January  17,  USD  A  released  an  analysis  of  the  nu- 
trition, health,  and  economic  consequences  of  block  grants  for  Fed- 
eral food  assistance  programs.  Our  report  clearly  shows  that  these 
proposals,  if  adopted,  will  cut  the  safety  net  protecting  the  nutri- 
tional well-being  of  millions  of  low-income  Americans. 

Under  the  proposal,  Federal  funding  for  food  and  nutrition  as- 
sistance would  fall  by  more  than  $5  billion  in  Fiscal  Year  1996  and 
$31  billion  over  5  years.  These  cuts  could  terminate  the  benefits  for 
millions  of  needy  Americans. 

And  they  threaten  the  future.  Currently,  food  stamps  and  child 
nutrition  programs  automatically  expand  during  tough  economic 
times.  But  under  the  proposal,  this  automatic  adjustor  would  van- 
ish; food  programs  would  not  be  able  to  respond  to  recessions  and 
States  might  be  forced  to  reduce  benefits  and  serve  fewer  people. 

The  effect  of  the  proposal  would  be  felt  by  more  than  those  who 
participate  in  the  nutrition  programs.  By  weakening  the  link  be- 
tween benefits  and  food  purchases,  the  proposed  block  grant  would 
lower  retail  food  sales,  reduce  farm  income,  and  increase  unemploy- 
ment, particularly  in  the  food  and  agriculture  industry.  In  addition, 
the  proposal  would  eliminate  a  number  of 

Chairman  RoTH.  Because  of  the  lateness,  if  you  could  summa- 
rize? 

Mr.  LUDWIG.  I  will  just  call  that  quits.  I  summarized  the  first  10 
pages.  Thank  you. 

Chairman  ROTH.  Mr.  Stegman. 

TESTIMONY  OF  MICHAEL  A.  STEGMAN,i  ASSISTANT  SEC- 
RETARY FOR  POLICY  DEVELOPMENT  AND  RESEARCH,  U.S. 
DEPARTMENT  OF  HOUSING  AND  URBAN  DEVELOPMENT 

Mr.  Stegman.  Thank  you,  Mr.  Chairman.  I  will  summarize  my 
testimony. 

There  are  important  differences  between  housing  assistance  and 
other  means-tested  benefit  programs.  First,  housing  assistance  is 
not  an  entitlement.  Housing  assistance  is  provided  only  to  the 
number  of  households  who  can  be  assisted  with  the  amounts  Con- 
gress appropriates  each  year.  As  a  result,  only  about  30  percent  of 
households  currently  eligible  for  housing  assistance  receive  any 
Federal  housing  benefits. 

In  addition,  a  bedrock  principle  of  housing  aid  is  to  ensure  that 
those  families  who  do  receive  assistance  can  live  in  decent  quality 
housing  at  affordable  rents.  In  contract  to  families  that  only  receive 
AFDC,  recipients  of  housing  assistance  are  much  more  likely  to  oc- 
cupy housing  free  of  physical  defects,  to  live  in  less  overcrowded 
conditions,  and  are  somewhat  more  likely  to  live  in  neighborhoods 
that  they  consider  to  be  adequate. 


1  The  prepared  statement  of  Mr.  Stegman  appears  on  page  180. 
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My  testimony,  Mr.  Chairman,  briefly  touches  on  the  five  issues 
that  you  identified.  One  is  housing  program  ehgibility  rules  and 
their  consequences  for  welfare  reform.  Second  is  HUD's  experience 
in  using  housing  assistance  as  a  platform  for  self-sufficiency;  third, 
HUD's  current  limited  flexibility  with  regard  to  waiver  authority; 
fourth,  potential  consequences  of  welfare  reform  for  HUD's  budget 
situation;  and  finally,  a  few  comments  about  our  reinvention  pro- 
posals and  how  this  might  relate  to  welfare  reform. 

And  what  I  would  like  to  do  is  just  briefly  touch  on  each  of  them. 

Elderly  and  disabled  households  account,  Mr.  Chairman,  for  up 
to  half  of  all  HUD-assisted  households.  More  than  a  third  of  HUD- 
assisted  households  are  65  or  over,  and  another  10  to  15  percent 
are  permanently  disabled,  so  that  because  of  the  diverse  household 
mix  that  HUD  serves,  it  will  be  difficult  to  enact  sweeping  reforms 
to  encourage  work  or  alter  behavior  in  other  ways. 

The  most  important  point  I  think  I  can  make  about  non-elderly 
households,  Mr.  Chairman,  is  that  currently  most  non-elderly 
households  receiving  housing  assistance  already  have  a  full-  or 
part-time  worker. 

Efforts  to  reform  welfare  have  focused  on  moving  households,  of 
course,  fi-om  welfare  dependency  to  jobs  and  self-sufficiency.  But 
despite  very  strong  work  disincentives  in  our  own  housing  pro- 
grams that  we  are  trying  to  deal  with,  55  percent  of  non-elderly 
households  receiving  housing  assistance  report  some  earnings  and 
90  percent  of  those  households  report  their  earnings  make  up  more 
than  half  of  their  incomes. 

We  have  had  some  experience  with  efforts  to  coordinate  housing 
and  social  services,  and  generally  the  results  are  positive,  but 
mixed.  In  the  last  decade,  demonstration  programs  have  produced 
some  encouraging  signs  that  the  combination  of  housing  assistance, 
closely  coordinated  with  emplojrment  and  training  programs,  can 
help  put  recipients  on  a  path;  I  underscore  path  toward  economic 
independence. 

There  were  a  series  of  demonstrations  in  the  1980's.  The  results 
of  one  of  them  suggests  that  housing  assistance  recipients,  when 
they  receive  intensive  employment  and  training  services,  were  sig- 
nificantly more  likely  to  be  employed  and  have  earnings  higher 
than  the  minimum  wage  than  those  receiving  housing  assistance 
alone. 

In  a  mobility-oriented  demonstration  program  in  Chicago,  it  was 
shown  that  public  housing  residents  who  move  out  of  the  city  into 
the  suburbs  were  25  percent  more  likely  than  city  movers  to  have 
a  job  after  their  move,  to  have  modestly  higher  incomes  due  pri- 
marily to  working  more  hours  rather  higher  wages,  and  their  chil- 
dren had  much  lower  school  dropout  rates  than  comparable  house- 
holds who  moved  to  city  neighborhoods. 

On  the  waiver  issue,  I  think  you  may  be  aware  that  the  HUD 
Secretary  current  has  regulatory  waiver  authority,  but  no  statutory 
waiver  authority.  And  our  housing  bill  that  was  introduced  in  the 
Congress  last  year,  that  was  not  enacted,  would  have  given  the 
Secretary  substantial  waiver  authority  to  respond  to  a  number  of 
requests  from  States  and  localities  for  the  kinds  of  demonstrations 
and  flexibility  that  you  are  talking  about  today. 
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Fourth,  the  impact  on  HUD's  budget  of  welfare  reform.  I  just 
want  to  emphasize  that  changes  in  the  welfare  system  could 
produce  unintended  effects  on  our  budget.  HUD  subsidy  levels  gen- 
erally are  calculated  to  make  up  the  difiFerence  between  30  percent 
of  household  income  and  the  actual  rent,  and  if  welfare  reform 
causes  tenant  incomes  to  decUne  through  sanctions  or  other  means, 
current  HUD  program  rules  would  automatically  restore  30  percent 
of  the  income  lost  through  housing  subsidies,  which  HUD  can't  af- 
ford. Because  we  are  not  an  entitlement,  we  can  only  make  up 
those  subsidies  that  the  Congress  appropriates  funds  for. 

The  administration's  welfare  reform  proposal  included  provisions 
to  hold  HUD's  budget  harmless  form  declines  in  income  due  to  wel- 
fare sanctions.  If  a  tenant  is  sanctioned  under  the  administration's 
welfare  reform  proposal,  the  tenant  would  get  no  larger  housing 
benefit  from  HUD. 

Finally,  just  a  comment  on  our  reinvention.  Secretary  Cisneros, 
as  you  know,  has  proposed  a  bold  blueprint  for  changing  HUD  to 
meet  America's  housing  priorities.  This  change  is  consistent  with 
the  general  direction  of  providing  increased  flexibility  for  welfare 
program  rules  to  the  States. 

We  are  proposing  to  convert  over  a  transition  period  to  a  system 
of  housing  certificates  for  famiUes  and  individuals  in  which  all  cur- 
rent public  housing,  assisted  housing,  and  tenant-based  programs 
would  be  combined  into  a  single  housing  assistance  program  ad- 
ministered by  States  and  local  governments. 

Decisionmakers  at  the  local  and  State  levels  should  be  given 
broad  flexibility  to  design  coordinated  rental  assistance  programs 
and  eligibility  requirements  consistent  with  national  housing  objec- 
tives that  meet  their  needs  and  their  goals.  We  envision,  for  exam- 
ple, that  a  locality  might  target  a  portion  of  its  housing  assistance 
on  AFDC  recipients  who  are  making  the  transition  to  work,  to 
work-ready  families  to  enable  them  to  move  to  areas  of  greater  eco- 
nomic opportunity,  and  to  working  poor  families  who  need  rental 
assistance  to  remain  self-sufficient. 

The  specifics  of  this  new  housing  assistance  program  obviously 
should  be  developed  to  be  consistent  with  welfare  reform. 

Thank  you,  Mr.  Chairman. 

Chairman  ROTH.  Thank  you,  Mr.  Stegman.  Can  you,  Mr. 
Stegman,  provide  us  with  the  average  yearly  or  monthly  subsidy 
value  for  a  unit  of  assisted  housing? 

Mr.  Stegman.  Yes,  I  can,  Mr.  Chedrman.  The  average — if  we  use 
tenant-based  rental  assistance,  the  average  rent  for  a  two-bedroom 
unit,  what  we  call  the  fair  market  rent  in  the  country,  is  about 
$560  a  month,  I  believe. 

Of  that,  the  average  payment  by  the  tenant,  I  believe,  is  around 
$167  a  month,  the  difference  being  the  subsidy.  I  have  information 
with  me  on  the  average  rent  in  four  cities  that  came  fi-om  a  paper 
that  we  are  doing  in  Colimibus,  Ohio;  Kansas  City,  Missouri;  Se- 
attle; £ind  Denver. 

To  give  you  an  example,  across  those  four  cities,  we  are  talking 
about  a  two-bedroom  unit.  I  have  it  for  annual.  It  is  about  $5,400 
a  year,  the  rent  in  Columbus,  and  it  goes  to  a  high  in  Seattle  of 
$6,500,  or  roughly  $6,500  a  year,  out  of  which  would  come  the  ten- 
£int  contribution. 
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Chairman  RoTH.  Earlier,  we  had  testimony  from  GAO  that  the 
non-cash  value  of  food  stamps,  school  lunch,  and  housing  for  a  fam- 
ily of  three  was  $366.  Doesn't  this  figure  seem  somewhat  low? 

Mr.  Stegman.  What  did  that  include,  Mr.  Chairman — I'm  sorry — 
the  $355? 

Chairman  ROTH.  It  includes  food  stamps,  school  lunch,  and  hous- 
ing. 

Mr.  Stegman.  Not  knowing  how  that  number  was  derived,  it 
does.  We  have  a  precise  figure  for  tenant-based  rental  assistance 
because,  indeed,  we  are  sending  checks  to  the  landlord  on  a  mar- 
ket-determined rent. 

If  they  are  talking  about  the  public  housing  inventory  where 
there  is  no  direct  market-value  based  subsidy,  that  value  would 
have  to  be  imputed  some  way  and  perhaps  that  is  how  they  did  it, 
and  underestimating — I  just  don't  see  how  it  can,  even  with  an  im- 
puted figure,  include  rental  assistance  unless  they  are  spreading 
the  average  rental  assistance  to  all  4.8  million  households  who  re- 
ceive housing — no,  that  wouldn't  do  it. 

Only  30  percent  of  the  income-eligible  population  receives  hous- 
ing assistance.  If  they  are  spreading  it  among  all  4.8  million  AFDC 
families  or  something,  you  would  get  a  lot  lower  number.  I  am  just 
not  sure  of  the  source  of  that  number. 

Chairman  ROTH.  That  would  sort  of  bias  the  figures,  it  seems. 

Mr.  Stegman.  Yes. 

Chairman  ROTH.  You  say  that  just  30  percent  of  those  eligible? 

Mr.  Stegman.  Roughly  30  percent  of  the  income-eligible  popu- 
lation with  severe  housing  needs  are  currently  receiving  housing 
assistance. 

Chairman  ROTH.  Mr.  Ludwig,  do  you  have  any  comments? 

Mr.  Ludwig.  Yes.  I  also — not  knowing  how  that  number  was 
computed,  it  makes  it  kind  of  hard  to  respond  accurately.  I  can  say 
that  the  average  meal  cost  for  a  free  meal  in  school  lunch  per  child 
is  $1.72  per  meal.  The  average  benefit  for  a  food  stamp  family  who 
is  not  working  is  about  $386  a  month  for  a  family  of  four.  So  I  real- 
ly don't  understand  how  they  come  up  with  the  numbers,  without 
looking  at  their  exact  formula. 

Chairman  ROTH.  Well,  we  are  keeping  the  record  open  and  we 
are  going  to  try  to — I  don't  understand  the  figures,  either,  so  we 
will  have  some  additional  questions  after  we  have  a  chance  to  dis- 
cuss it  further  with  the  General  Accounting  Office. 

Ms.  Bane,  my  time  is  running  out,  but  I  would  like  to  ask  you, 
what  is  your  assessment  of  the  current  waiver  system?  Do  you  be- 
lieve that  State  experimentation  is  contributing  to  the  body  of 
knowledge  on  what  works  in  welfare? 

Do  you  think  it  would  be  advisable  to  allow  waivers  without  re- 
quiring evaluation,  waivers  for  the  purpose  of  providing  State  flexi- 
bihty? 

Ms.  BainTE.  I  think  I  would  like  to  distinguish,  Mr.  Chairman,  be- 
tween what  we  can  and  do  learn  through  waivers  and  what  kinds 
of  things  we  might  think  about  taking  outside  the  waiver  process 
and  simply  making  a  State  option. 

One  of  the  favorite  waiver  requests  that  has  come  to  us  from 
States  is  a  request  to  change  the  amount  of  earnings  that  welfare 
families  can  keep  in  order  to  provide  an  incentive  to  work.  We  have 
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given  something  like  17  waivers  of  that  requirement.  The  adminis- 
tration's welfare  reform  proposal  proposes  making  that  a  State  op- 
tion, since  it  does  seem  like  something  that  States  ought  to  be  able 
to  do  without  having  to  go  through  the  waiver  process. 

On  the  other  hand,  we  are  learning  an  enormous  amount  from 
the  rigorous  evaluations  that  are  being  done  of  the  more  com- 
prehensive welfare  reform  demonstrations.  I  mean,  for  example, 
the  data  that  was  presented  to  you  earUer  on  LEAP  comes  from  a 
comprehensive  evaluation,  a  good  evaluation,  that  we  are  learning 
from.  And  I  think  that  as  long  as  the  States  are  doing  quite  dra- 
matic attempts  at  welfare  reform,  we  would  be  well  served  by  con- 
tinuing the  requirements  for  rigorous  evaluations  and  therefore 
doing  that  under  the  demonstration  authority. 

Chairman  ROTH.  Senator  Lieberman. 

Senator  Lieberman.  Thank  you,  Mr.  Chairman,  and  thank  you 
all  for  your  excellent  testimony. 

Ms.  Bane,  am  I  to  understand  that  the  administration's  welfare 
reform  program  will  be  essentially  what  it  was  last  year? 

Ms.  Bane.  The  administration  submitted  a  bill  last  year. 

Senator  Lieberman.  Right. 

Ms.  Bane.  The  President  is  committed  to  those  principles.  The 
President,  though,  is  also  committed  to  working  with  the  Congress 
in  a  bipartisan  way  to  try  to  shape  a  welfare  reform  proposal. 

Senator  Lieberman.  So  that  the  probability  is  that  there  will  not 
be  another  series  of  proposals  by  the  President,  but  building  on  the 
foundation  that  was  laid  last  year,  there  will  be  cooperation  with 
Congress  to  see  if  we  can  develop  a  consensus  approach  here? 

Ms.  Bane.  That  is  the  intent. 

Senator  Lieberman.  I  appreciate  that,  and  I  think  that  is  the 
right  way  to  go  because  there  certainly  is  a  very  broadly  shaped 
consensus  here  that  we  ought  to  do  something  to  change  the  sys- 
tem. 

I  was  interested  in  the  comment  you  made  about  the  require- 
ment, the  need  for  national  requirements.  I  don't  know  whether 
you  were  here  when  I  talked  about  the  bill  I  have  introduced,  but 
I  would  like  to  see  if  we  c£in  figure  out  what  we  have,  some  comfort 
level  that  works  now,  and  impose  it  nationally,  and  then  stimulate 
a  very  broad  array  of  tests  at  the  State  level,  3,  4,  or  5  States,  or 
whatever,  and  for  each  to  see  whether  those  ideas  work,  and  if  they 
do,  apply  them  nationally. 

And  I  must  say,  the  national  standards  that  I  was  thinking  of 
were  floors.  In  other  words,  I  have  been  worried  about  what  impact 
some  of  these  proposals,  even  the  ones  that  I  think  ought  to  be 
tested  that  are,  as  somebody  said  earlier,  draconian,  would  have  on 
kids. 

But  you  make,  I  think,  a  very  good  point,  which  is  that  the 
standards  also  ought  to  be  ceilings  in  some  way,  which  is  to  say 
that  there  are  some  States  that  may  not  get  into  the  process  of  wel- 
fare reform  as  aggressively  as  our  Nation  really  wants  them  to  and 
as  they  need  to. 

Why  would  that  be  so?  I  mean,  in  your  experience,  what  would 
inhibit  a  State  from  wanting  to  be  involved  in  welfare  reform? 
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Ms.  Bane.  There  are  a  number  of  things  that  could  possibly  lead 
to  that.  One  is  lack  of  State  capacity  in  some  areas,  as  I  think  some 
of  the  earlier  witnesses  testified.  Doing  welfare  reform  is  hard. 

Senator  Lieberman.  Right. 

Ms.  Bane.  I  can  tell  you  that  as  a  former  State  commissioner. 
I  mean,  it  is  a  lot  of  work. 

In  fact,  to  do  it  in  a  way  that  helps  people  move  into  jobs,  it 
takes  resources  as  well  as  hard  work,  and  I  think  that  States  vary 
in  their  willingness  and  their  capacity  to  do  that. 

I  think,  if  I  might.  Senator  Lieberman 

Senator  Lieberman.  Sure. 

Ms.  Bane  [continuing].  That  we  might  distinguish  the  values  and 
the  principles  that  we  share  and  that  we  believe  all  States  should 
try  to  embody  in  their  welfare  reform  activities  from  the  means 
that  they  go  about  doing  them.  And  we,  too,  believe  that  there  are 
lots  of  different  ways  to  run  work  programs;  there  are  lots  of  dif- 
ferent ways  to  provide  the  kinds  of  supports  that  welfare  recipients 
need,  but  that  we  ought,  as  a  Nation,  to  be  committed  to  work,  to 
parental  responsibility,  and  to  providing  a  floor  for  children. 

Senator  Lieberman.  That  is  a  good  articulation.  Obviously,  then, 
it  probably  requires  somebody  in  Washington  to  make  sure  that  the 
specific  programs  that  the  States  are  tr3dng  do  not  go  too  far  fi-om 
those  base  values.  Is  that  your 

Ms.  Bane.  I  would  think  so. 

Senator  Lieberman.  Yes.  As  I  understand  the  current  waiver 
system,  the  proposal  for  a  waiver  fi'om  a  State  for  a  reform  idea 
has  to  be  budget-neutral,  correct? 

Ms.  Bane.  That  is  correct. 

Senator  LIEBERMAN.  Is  that  practical?  Is  that  reasonable?  In 
other  words,  isn't  it  true  that  in  some  cases  if  we  are  really  going 
to  try  some  of  these  ideas,  including  some  of  those  that  have  been 
described  as  most  draconian — ^you  don't  have  to  call  them  orphan- 
ages, but  that  seems  to  be  the  term  of  art.  As  they  have  been  say- 
ing in  my  office,  you  could  call  them  boarding  schools  and  make 
them  sound  more  attractive.  But  isn't  it  going  to  cost  more  to  try 
something  like  that  than  is  probably  available  in  the  existing  wel- 
fare allocations? 

Ms.  Bane.  Our  approach  to  waivers  has,  in  fact,  been  to  require 
that  they  be  budget-neutral,  but  that  they  be  budget-neutral  over 
the  life  of  the  project,  and  that  has  varied  fi*om  a  3-year  period,  to 
a  7-year  period,  to  even  in  one  case  an  11-year  period. 

Senator  Lieberman.  So  it  might  allow  time  to  realize  some  of  the 
savings. 

Ms.  Bane.  Exactly,  and  what  that  allows  is  time  for  the  States 
to  do  some  investment  at  the  fi-ont  end  £ind  reap  savings  at  the 
back  end. 

Senator  Lieberman.  Right. 

Ms.  Bane.  And  our  sense  is  that  the  number  of  States  who  have 
been  willing  to  do  that,  as  long  as  we  do  look  at  budget  neutrahty 
over  the  life  of  the  project,  rather  than  year-by-year  which  would 
be  a  big  problem  for  States,  that  States  are,  in  fact,  able  to  do  that. 
Senator  Lieberman.  That  is  good  and  a  final  question,  before  the 
red  light  comes  on;  brief. 
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The  Vice  President's  National  Performance  Review  has  set  up  a 
very  impressive  series  of — I  think  he  calls  them  Customer  Service 
Standards;  that  is,  times  by  which  the  Federal  Government  has  to 
do  certain  things. 

I  have  forgotten.  Is  there  a  time  by  which  you  are  supposed  to 
make  a  judgment  on  a  waiver  application? 

Ms.  Bane.  The  Executive  Order  of  the  President  asks  us  to  make 
a  judgment  on  a  waiver  within  120  days. 

Senator  LlEBERMAN.  How  are  you  doing  on  that? 

Ms.  Bane.  Not  as  well  as  I  would  like. 

Senator  LlEBERMAN.  Good  luck. 

Ms.  Bane.  But  not  bad. 

Senator  LlEBERMAN.  OK.  Thank  you.  Thanks,  Mr.  Chairman. 

Chairman  ROTH.  If  you  desire  more  time? 

Senator  LlEBERMAN.  I  am  fine,  thank  you. 

Chairman  RoTH.  I  just  have  three  or  four  more  questions  I  would 
like  to  ask. 

Here  we  have  3  programs  that  directly  impact  welfare  housed  in 
different  agencies.  One  of  the  things  we  are  looking  for  is  how  to 
reduce  overhead,  administrative  expenses.  Some  of  the  States  have 
consolidated  this  into  one  agency,  a  one-stop  approach. 

Is  this  doable?  Should  we  try  and  do  it?  Can  we  both  provide  bet- 
ter service  by  making  all  these  programs  administered  from  one  or- 
ganization? 

Can  we  provide  better  service?  As  I  say,  can  we  make  better  sav- 
ings? Ms.  Bane. 

Ms.  Bane.  I  think  both  of  my  colleagues  will  want  to  answer  that 
question,  as  well. 

As  they  pointed  out,  the  three  programs  do  serve  different  func- 
tions and  different  populations. 

Chairman  Roth.  What  about  to  the  extent  they  are  serving  this 
one  constituency? 

Ms.  Bane.  To  the  extent  that  they  are  serving  the  welfare  popu- 
lation, I  think  that  we  would  all  agree  that  cooperation  and  coordi- 
nation at  the  Federal  level  and,  more  importantly,  at  the  State  and 
local  level  is  very  important. 

One  of  the  big  frustrations  that  the  States  have  with  regard  to 
the  AFDC  program  and  the  Food  Stamp  Program  is  that  some  of 
the  eligibility  rules  are  different,  and  different  in  ways  which  are 
hard  to  explain. 

We  are  both  committed,  through  the  welfare  reform  legislation 
and  through  the  efforts  that  the  Department  of  Agriculture  is  mak- 
ing, to  make  those  better  coordinated  so  the  States  can  serve  their 
clients  in  a  better  way. 

As  Mr.  Stegman  pointed  out,  we  are  also  committed  to  working 
together  to  make  sure  that  the  housing  programs  are  supportive  of 
efforts  to  help  recipients  move  from  welfare  to  work.  So  I  think  we 
can  do  a  much  better  job  on  coordination,  even  with  the  framework 
that  we  have. 

Chairman  ROTH.  Mr.  Ludwig. 

Mr.  Ludwig.  I,  too,  would  agree  with  what  Ms.  Bane  has  said. 

Traditionally,  food  assistance  programs  have  not  been  viewed  as 
welfare  programs.  They  have  been  viewed  as  nutrition,  health- type 
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programs,  and  I  think  that  that  is  our  mission  and  that  should  stay 
our  mission. 

There  is  a  certain  population  that  we  do  share,  between  AFDC 
and  food  stamps  and  the  other  food  assistance  programs,  but  there 
are  other  populations  out  there,  to  some  degree,  that  we  do  not 
share.  If  you  look  at  the  profile  of  the  Food  Stamp  Program,  out 
of  27  million  individuals,  14  million  of  those  are  children,  2  million 
of  those  are  elderly,  1  million  of  those  are  disabled.  Many  of  those 
we  do  not  share  with  AFDC,  many  of  them  we  do. 

I  think  the  underljang  character  is  that  the  missions  of  our  pro- 
grams are  so  very  different  that  it  is  in  the  client's  interest,  as  well 
as  the  State's  interest,  to  keep  those  separate. 

We  have  a  very  close  working  relationship  with  HHS.  We  coordi- 
nate waivers  together  with  HHS.  It  seems  to  be  doing  very  well. 
There  are  some  areas  that  we  could  strive,  and  are  striving,  to  do 
better  in. 

Chairman  RoTH.  Mr.  Stegman. 

Mr.  Stegman.  Thank  you,  Mr.  Chairman.  Just  to  give  you  an 
order  of  magnitude,  of  the  4.8  million  households  who  receive  hous- 
ing assistance,  we  estimate  that  1.1  million  receive  both  housing 
assistance  and  Aid  to  Families  with  Dependent  Children.  That  is 
about  23  percent  of  all  AFDC  households,  and  about  28  percent  of 
all  housing  assistance  recipients,  so  there  is  a  substantial  overlap. 

We  are,  first,  doing  a  great  deal  to  consolidate  existing  housing 
assistance  programs.  The  rules,  regulations,  asset  limitations,  the 
whole  range  of  requirements  for  our  programs  vary  over  the  pro- 
grams and  we  are  tr5dng  to  make  it  easier  for  localities  and  States 
by  consolidating  those  programs. 

I  do  think  that  a  way  can  be,  and  should  be,  found  to  increase 
compatibility  in  terms  of  definitions  of  income  and  asset  limits  and 
those  kinds  of  things  and  it  would  be  helpful,  certainly,  to  all  of 
us. 

Chairman  ROTH.  Last  night,  the  President  spoke  about  reducing 
the  large  top-heavy  bureaucracies  and  the  problem  of  centralizing 
things  in  Washington,  bringing  things  closer  to  the  people,  the  ones 
we  are  trying  to  serve. 

Yet,  when  he  talked  about  welfare  reform,  he  made  no  mention 
of  increasing  flexibility  to  the  States  or  of  block  grants.  Does  this 
mean,  Ms.  Bane,  that  to  the  administration,  as  far  as  they  are  con- 
cerned, block  grants  are  off"  limits? 

Ms.  Bane.  The  President  genuinely  is  committed  to  working  with 
Congress  in  a  bipartisan  way  to  deal  with  the  welfare  reform  issue. 
The  President,  I  think,  articulated  a  set  of  principles  and  commit- 
ments, a  commitment  to  work,  to  a  transitional  welfare  system, 
and  to  parental  responsibility  that  the  administration  believes  are 
national  values  that  we  ought  to  put  in  place  in  that  way.  And  as 
I  said,  certainly  in  the  administration's  welfare  reform  proposals, 
we  are  proposing  a  good  deal  of  State  flexibility. 

I  did,  in  my  testimony,  and  we  have  on  other  occasions,  raised 
serious  issues  that  block  grants  raise.  What  does  happen  if  there 
is  a  spending  cap  and  you  run  out  of  money?  What  does  happen 
when  you  try  to  allocate  among  States?  What  does  happen  to  the 
disparities  and  the  safety  net? 
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So  we  think  there  are  serious  questions,  but  we  are,  in  fact,  com- 
mitted to  working  with  you  to  see  what  alternative  answers  there 
are  and  how  we  can  solve  this  problem  that  we  all  want  to  deal 
with. 

Chairman  ROTH.  If  I  understand  you  correctly,  you  see  problems, 
but  it  is  not  off  the  table. 

Let  me  ask  you,  Mr.  Ludwig,  as  you  know,  AFDC  has  broad 
waiver  authority  compared  with  that  of  the  food  stamps.  Do  you  be- 
lieve it  would  be  appropriate  for  food  stamps  to  have  broad  waiver 
authority,  much  like  they  have  in  AFDC? 

Mr.  Ludwig.  Yes,  sir.  We  have  broad  authority  as  far  as  our  reg- 
ulations go  in  applying  waivers  there,  but  we  do  not  have  broad  au- 
thority as  far  as  it  goes  with  statutes.  Specifically,  the  law  that  you 
are  talking  about  basically  says  that  we  cannot  reduce  the  benefits 
of  an  individual.  This  prohibits  us  fi*om  doing  many  of  the  things 
that  we  need  to  do  to  provide  the  States  the  flexibility  that  they 
would  like. 

Chairman  RoTH.  So  you  think  it  would  be  appropriate  to  broaden 
your  authority? 

Mr.  Ludwig.  Yes,  sir. 

Chairman  RoTH.  Mr.  Stegman. 

Mr.  Stegman.  Mr.  Chairman,  because  we  are  not  an  entitlement, 
waivers  would  have  to  be  paid  for  and  paid  for  up  front.  We  don't 
have  the  luxury  of  giving  housing  authorities  or  States  and  local- 
ities the  opportunity  to  be  revenue  neutral  over  a  5-  to  7-year  pe- 
riod. 

If  we  were  to  extend  work  incentives  to  existing  public  housing 
households  or  to  households  who  are  in  training  for  work,  that 
would  result  in  losses  to  the  housing  authority  this  year  and  we 
would  have  to  make  those  up  with  higher  operating  subsidies,  even 
though  we  do  believe  that  over  a  5-  to  7-year  period  it  would  save 
money  and  it  would  really  be  beneficial  to  households. 

So,  we  are  in  a  very  difficult  position.  Waivers  would  have  to  be 
financed  as  part  of  our  budget  if  they  have  short-term  revenue  and 
outlay  implications,  so  it  is  a  difficult  thing. 

On  the  other  hand,  the  Secretary  would  like  very  much  to  be 
able  to  respond  positively  to  creative  proposals  that  States  and  lo- 
calities are  willing  to  help  support,  if  only  the  statutory  rigidities 
could  be  relaxed  and  tested  and  evaluated. 

Chairman  ROTH.  But  would  you  want  the  authority  to  set  aside 
a  certain  number  of  units  or  a  certain  percentage  of  benefits  to 
AFDC  families  who  are  working?  Would  that  be  desirable  as  an  in- 
centive in  working  towards  self-sufficiency? 

Mr.  Stegman.  Well,  there  are,  as  I  said,  about  a  million  recipi- 
ents of  AFDC  and  housing  assistance,  and  certainly  there  are  right 
now,  underway,  a  variety  of  demonstrations  that  are  occurring, 
some  statutorily  enacted,  by  the  way,  that  would  freeze  food  stamp 
eligibility,  continued  eligibihty  for  Medicaid,  and  indeed,  public 
housing  rents,  to  encourage  families  to  gain  training  and  to  work. 
But  those  are  limited  demonstrations  that  were  enacted  statutorily. 
We  can't  expand  those  and  we  would  like  very  much  to  have  great- 
er flexibility  to  do  that  kind  of  experimentation. 

Chairman  RoTH.  I  guess  what  we  are  talking  about  is  trying  to 
make  housing  an  incentive  to  work. 
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Mr.  Stegman.  Yes.  I  mean,  we  have  had  in  the  past  demonstra- 
tions that  reserved  rental  assistance  certificates,  housing  subsidies, 
for  famihes  both  receiving  AFDC  and  others  who  were  not,  as  an 
incentive  to  enter  into  some  of  these  programs. 

As  I  said  in  my  testimony  and  I  go  into  a  httle  more  detail,  there 
were  some  promising  results  of  those  kinds  of  demonstrations,  re- 
serving housing  assistance  for  families  as  motivation  for  and  plat- 
forms for  self-sufficiency,  yes. 

Chairman  Roth.  Well,  I  have  some  further  questions,  but  we  will 
submit  them  in  writing. 

Thank  you  for  your  patience.  I  apologize  for  the  lateness  of  the 
hours.  It  is  a  pleasure  to  hear  you. 

Our  next  witness  will  be  Robert  Rector  of  The  Heritage  Founda- 
tion. 

We  are  pleased  to  have  you  here  today.  Your  full  statement  will 
be  included  as  read.  Please  proceed  Mr.  Rector. 

TESTIMONY  OF  ROBERT  RECTOR,i  THE  HERITAGE 
FOUNDATION 

Mr.  Rector.  I  am  pleased  to  be  here. 

Mr.  Chairman,  when  Lyndon  Johnson  launched  the  War  on  Pov- 
erty, he  promised  Americans  that  the  War  on  Poverty  was  to  be  a 
short-term  investment  which  would  return  its  cost  to  the  taxpayer 
many-fold.  So  what  I  would  hke  to  talk  about  today  is  simply  to 
ask  the  questions,  how  much  have  we  invested  in  the  War  on  Pov- 
erty, and  what  has  been  the  return  for  this  investment? 

First  of  all,  we  have  to  begin  by  what  do  we  mean  by  the  War 
on  Poverty  or  welfare?  By  welfare,  I  mean  means-tested  programs 
which  are  available  to  low-income  individuals  or  community-tested 
programs  that  are  available  only  to  low-income  and  economically 
distressed  communities. 

These  programs  include  cash,  food,  housing,  medical  assistance, 
social  services,  education,  and  training.  The  fact  of  the  matter  is 
that  there  are  now  over  75  major  Federal  means-tested  progrEims. 

Federal  spending  with  required  State  match  on  this  program  in 
1993  amounted  to  $324  billion,  5  percent  of  the  gross  national 
product.  This  is  about  $3,500  for  each  taxpaying  household  that  is 
contributing  to  these  support  programs. 

It  is  very  difficult  to  determine  how  many  individuals  receive 
benefits  from  these  programs,  but  I  believe  my  best  estimate  is 
that  about  60  million  people--discounting  the  overlap,  60  million 
people  get  assistance.  It  is  about  one-quarter  of  the  population. 

The  growth  in  spending.  We  are  today,  after  adjusting  for  infla- 
tion, spending  nine  times  as  much  on  means-tested  welfare  as  a 
Nation  as  we  were  back  in  1965  when  Lyndon  Johnson  launched 
the  War  on  Poverty. 

If  you  simply  look  at  cash,  food,  and  housing,  again  adjusted  for 
inflation,  we  are  now  spending  seven  times  as  much  as  when  the 
War  on  Poverty  began.  As  a  percentage  of  GDP,  welfare  spending 
has  risen  from  1  percent  in  1965  to  5  percent  today.  Overall,  from 
1965  to  the  present,  we  have  spent  $5.3  trillion  on  these  75-plus 
programs. 


1  The  prepared  statement  of  Mr.  Rector  appears  on  page  189. 
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That,  after  adjusting  for  inflation,  is  greater  than  the  cost  of  bat- 
tling Germany  and  Japan  in  World  War  II,  but  in  World  War  II, 
of  course,  we  won.  In  the  War  on  Poverty,  poverty  seems  to  have 
won. 

Now,  let's  just  ask,  what  are  the  dividends  which  the  American 
taxpayer  has  gotten  for  this  $5.3  trillion  investment?  And  I  would 
just  allude  to  this  first  chart  here.  The  red  figures  on  the  chart  rep- 
resent combined  welfare  spending  in  constant  dollars  fi-om  1929  to 
the  present.  The  black  line  represents  the  official  Federal  poverty 
rate  during  that  same  period. 

What  you  see  is  that,  back  in  1950,  at  the  top  of  the  chart,  about 
one-third  of  the  U.S.  population  was  poor.  You  see  a  consistent  rate 
of  decline  right  down  to  about  1965.  The  poverty  rate  falls  by  one 
percentage  point  per  year.  During  that  entire  period,  welfare 
spending,  on  the  red  line,  was  extremely  small,  less  than  1  percent 
ofGNP. 

However,  in  1965,  or  the  mid-1960's,  the  red  spending  starts  to 
kick  up,  the  War  on  Poverty  begins,  and  at  almost  exactly  the  point 
where  the  War  on  Poverty  begins,  the  poverty  rate  kinks  over,  the 
natural  decline  in  poverty  which  was  occurring  comes  to  an  end, 
and  we  have  basically  made  no  progress  against  poverty  since  the 
War  on  Poverty  began.  And  that  is  the  good  news. 

I  have  got  one  other  chart  here.  That  is  the  good  news,  because 
if  you  take  these  programs,  the  75  programs,  we  took  the  CBO  pro- 
jections on  the  outlays  for  these  programs  in  future  years.  We  now 
are  spending  about  $350  bilUon.  We  factored  in  the  required  State 
match  on  the  program  which  is  shown  in  blue.  Spending  on  these 
programs  on  base  line,  which  has  usually  been  too  low,  is  going  to 
rise  fi-om  $350  billion  this  year  to  over  $550  biUion  by  1999. 

It  is  scheduled  to  rise  by  one  entire  percentage  point  of  GDP,  and 
by  1999,  we  will  as  a  Nation  be  spending  $2  on  welfare  for  every 
single  dollar  we  spend  on  national  defense. 

Now,  what  can  we  do  about  this?  I  think  that  there  are  basically 
two  alternative  solutions.  The  first  solution  is  to  block-grant  these 
programs  and  end  their  entitlement  status. 

I  propose  that  we  take  the  bulk  of  the  non-medical  means-tested 
programs,  eliminate  their  entitlement  status,  turn  them  into  one 
large  non-medical  means-tested  block  grant  that  would  go  to  the 
States  for  poor  people,  and  allow  those  block  grants  to  grow  at  the 
rate  of  inflation. 

I  would  also  take  the  means-tested  medical  programs,  convert 
them  into  a  single  medical  block  grant,  and  allow  it  to  grow  at  the 
rate  of  medical  inflation.  That  alone  would  save  about  $150  billion 
off  of  base  line  in  the  next  5  years. 

Another  alternative 

Chairman  ROTH.  How  much  was  that,  again?  Save  how  much? 

Mr.  Rector.  Save  $150  billion  over  the  next  5  years. 

Another  alternative  would  go  even  farther  in  the  direction  of  fed- 
eralism, and  is  what  I  would  beheve  you  could  call  true  federalism. 
True  federalism  means  that  not  only  the  States  operate  the  pro- 
grams, but  the  States  raise  the  funds  for  the  programs. 

So  alternatively,  what  we  could  look  at  doing  would  be  to  simply 
abolish  the  Federal  means-tested  programs,  give  the  cost  of  those 
programs  back  to  the  taxpayer  as  an  individual  tax  rebate.  That 
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would  amount  to  about  $4,200  for  each  joint-filing  household  in  the 
United  States  and  $2,100  for  each  single  filer  in  the  United  States. 

The  money  would  go  directly  back  to  the  households  and  then 
the  governors  would  take  that  portion  of  the  rebate  that  they  wish 
to  spend  on  welfare  and  take  it  themselves  and  be  accountable  and 
responsible  to  the  taxpayers  for  raising  those  funds.  Governor 
Engler  has  actually  spoken  quite  positively  about  this  type  of  proc- 
ess. 

I  would  simply  say,  in  conclusion,  that  the  welfare  State  is  far 
larger  than  almost  anyone  imagines  and  the  negative  effects  of  wel- 
fare have  been  far  more  severe.  Basically,  the  Government  is 
caught  in  a  process  in  which  the  bottom  line  on  welfare  is  that  wel- 
fare insidiously  creates  its  own  clientele.  The  more  you  spend  on 
these  programs,  the  more  you  erode  work  ethic,  the  more  you  pro- 
mote illegitimacy,  the  more  people  in  need  of  aid  are  generated. 
And  that  is  why  you  can  see  those  results  on  the  first  chart.  The 
more  we  spent,  the  more  people  in  need  of  aid  seemed  to  emerge. 
We  do  truly  need  a  really  radical  change  and  reform. 

Chairman  ROTH.  Now,  as  I  understand  your  figures,  you  at- 
tribute to  Federal  spending  on  welfare  programs  many  programs 
other  individuals  do  not  include;  for  example,  programs  that  are  for 
the  assistance  of  the  elderly. 

Mr.  Rector.  Yes. 

Chairman  Roth.  These  are  not  programs  where  we  are  trying  to 
get  them  off  the  program  into  the  main  stream. 

Mr.  Rector.  Right. 

Chairman  RoTH.  So  that,  in  a  sense,  helps  explain  the  difference 
in  your  figures,  as  I  understand  it,  from  some  of  the  other  figures 
that  are  presented. 

Mr.  Rector.  Although  I  think  that  the  contribution  to  the  elderly 
is  a  minority  within  this.  But,  basically,  in  my  mind,  I  think  you 
need  a  simple  definition  of  welfare,  which  is  aid  which  is  going  ex- 
clusively to  poor  and  low-income  Americans.  Some  of  that  goes  to 
elderly  people,  the  bulk  of  it  does  not. 

And  I  think  it  is  also  important  to  realize  how  much  we  are 
spending  to  assist  a  whole  wide  variety  of  low-income  Americans, 
including  the  elderly,  in  order  to  get  a  sense  of  what  the  pot  is  and 
what  is  available  and  how  much  the  taxpayers  are  being  billed.  It 
doesn't  mean  that  every  single  one  of  those  75  programs  is  a  fail- 
ure, or  that  it  would  need  to  be  changed. 

But  I  think  in  terms  of  budgeting,  it  is  very  important  to  under- 
stand how  much  this  Nation  is  contributing  to  the  care  of  low-in- 
come Americans.  I  would  also  point  out  that  that  aggregate  figfure 
is  very  important  because  there  is  a  kind  of  game  that  goes  on  here 
in  Washington,  which  is  called  the  "horror/slashing  the  safety  net 
game." 

For  over  15  years,  we  have  played  a  game  where  various  groups 
take  one  of  those  75  programs  and  show  that  perhaps  it  didn't 
grow  at  base  line,  or  it  might  have  actually  been  cut.  And  then 
they  go  out  and  issue  a  press  release,  more  or  less  pretending  that 
that  is  the  welfare  State,  that  program,  and  say,  look,  welfare 
spending  hasn't  grown. 

Now,  the  other  74  programs  can  be  growing  at  8  percent  per 
year,  but  you  can  consistently  prove  that  Washington  is  miserly 
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and  welfare  spending  is  falling  simply  by  talking  about  one  pro- 
gram out  of  the  mix,  and  we  have  done  that  for  many,  many  years. 

Chairman  ROTH.  As  I  understand,  you  have  a  list  of  the  72  pro- 
grams. 

Mr.  Rector.  They  are  in  my  written  testimony. 

Chairman  ROTH.  And  do  you  have  sm  evaluation  of  each  of  these 
programs?  You  say  some  may  be  working? 

Mr.  Rector.  I  think  that,  basically,  programs  for  the  elderly 
work  because  there  is  no  moral  hazard  in  them.  People  don't  be- 
come elderly  in  order  to  get  on  SSI,  OK? 

The  problem  is  those  programs  where  there  is  what  is  classically 
called  the  moral  hazard;  that  the  condition  for  getting  in  the  pro- 
gram is  to  have  a  child  out  of  wedlock  or  not  to  be  employed,  which 
covers  the  bulk  of  them. 

I  think  it  is  very  important  to  note  that  all  means-tested  pro- 
grams have  inherently  an  anti-marriage  effect,  in  this  sense,  that 
a  means-tested  program  is  only  available  if  your  household  income 
falls  below  a  certain  level. 

Well,  what  is  the  best  way  to  have  a  low  reported  household  in- 
come? It  is  to  make  sure  there  is  not  an  employed  husband  in  the 
household. 

So  all  means-tested  programs  have  a  tendency  to  create  an  effect 
where  a  woman  and  a  man,  say,  can  live  together  or  the  man  can 
have  a  job  and  the  woman  can  be  getting  her  welfare  and  they  get 
a  much  higher  income  by  presenting  themselves  to  the  Government 
as  two  separate  households.  The  minute  they  tie  the  wedding  knot 
and  put  a  ring  on  their  fingers,  aU  of  a  sudden  his  income  is  count- 
ed toward  her  eligibility  and  they  are  going  to  lose  most  of  their 
welfare  benefits. 

That  is  not  restricted  to  AFDC  and,  in  fact,  appfies  to  almost  all 
of  these  programs.  They  all,  also,  have  a  clear  anti-labor  effect, 
which  has  been  demonstrated  over  and  over  again. 

In  the  Seattle-Denver  income  maintenance  experiment,  for  exam- 
ple, we  found  that  each  additional  $1  of  welfare  benefits  resulted 
in  an  80  cents  reduction  in  workforce  participation  and  labor  earn- 
ings. 

Chairman  ROTH.  Since  we  have  so  many  Federal  programs  di- 
rected towards  the  same  or  similar  population,  do  you  think  it 
would  be  desirable  to  have  a  single  point  of  oversight  in  the  Execu- 
tive Branch  for  pubUc  assistance  programs  at  the  operational  level? 

Mr.  Rector.  I  think  it  clearly  is.  One  of  the  things  I  have  noticed 
is  that  basically  nobody  knows  how  many  programs  we  have  got, 
and  the  people  at  Ag  Department  don't  understand  what  is  going 
on  with  HHS  and  the  housing  people  don't  understand  that.  And 
when  you  go  in  to  talk  to  housing  advocates,  they  are  talking  about 
shortages  of  housing.  They  are  completely  unaware  of  all  these 
other  programs  that  aren't  in  their  field.  It  is  almost  like  they  are 
wearing  blinders,  but  the  reahty  is  that  we  have  a  holistic  system. 

There  is  no  one  in  the  United  States,  for  example,  that  just  gets 
AFDC.  They  are  always  going  to  get  Medicaid.  They  are  very  likely 
to  get  food  stamps.  About  a  third  of  them  are  going  to  get  housing, 
and  so  forth. 


73 

So,  there  is  a  huge  overlap;  when  all  these  programs  get  down 
on  the  street  level,  they  all  collide  with  one  another.  But  up  here, 
we  pretend  as  if  they  are  separate  things. 

On  AFDC,  it  is  very  simple  for  a  woman — a  woman  can  get  as 
many  as  12  different  benefits.  I  think  you  ought  to  have  an  inte- 
grated oversight  at  the  Federal  level,  and  I  also  think  it  is  impor- 
tant to  integrate  these  funding  streams  and  let  the  governors  de- 
termine what  to  do  with  these  funds. 

The  very  last  thing  that  the  Federal  Government  can  really  do 
is  dictate  to  a  governor  how  much  he  should  be  spending  on  nutri- 
tion, how  much  on  job  training,  and  how  much  on  housing.  We 
should  insist  on  certain  principles,  promoting  self-sufficiency  and 
marriage,  but  dictating  funding  levels  between  these  different  cat- 
egories of  spending  is  exactly  the  sort  of  thing  that  I  think  Wash- 
ington can't  do  well,  and  that  is  why  I  think  block-granting  into 
one  big  block  grant  would  be  the  best  way  to  go. 

Chairman  RoTH.  If  you  move  in  the  direction  of  block  grants, 
what  strings  would  you  attach?  Can  you  give  us  some  examples? 

Mr.  Rector.  Yes.  I  think  it  would  be  very  important  to  say  that, 
for  example.  States  have  to  have  work  requirements.  Certain  per- 
centages of  the  caseload  must  be  required  to  work. 

I  think  it  would  be  very  important  to  put  restrictions  on  provid- 
ing direct  cash  subsidies  to  future  unmarried  women.  If  any  State 
believes  that  the  best  thing  it  can  do  for  children  in  that  State  is 
take  a  16-year-old  and  say,  when  you  have  a  child  out  of  wedlock, 
we  are  going  to  send  you  a  check  in  the  mail,  oh,  please,  let  them 
do  that,  but  don't  use  Federal  money  for  that  purpose.  Let  them 
use  State  money. 

I  think  it  is  important  to  have  requirements  of  paternity  estab- 
lishment. I  think  it  is  important  to  establish  again  a  Federal  prin- 
ciple that  once  a  mother  is  on  AFDC,  if  she  has  additional  children 
while  already  enrolled  in  welfare,  she  doesn't  get  an  increase  in 
Federal  benefits.  Again,  any  State  that  believes  they  should  give 
her  an  increase  of  benefits,  do  so  with  their  own  money. 

Those  are  the  types  of  requirements  I  think  we  need. 

ChairmEm  ROTH.  Should  there  be  a  cap? 

Mr.  Rector.  A  cap  on  spending? 

Chairman  ROTH.  Yes,  on  the  funds  made  available  under 

Mr.  Rector.  Yes.  I  think  what  we  need  to  do  is  eliminate  the  en- 
titlement status  of  these  programs,  combine  them  into  one  or  more 
block  grants,  and  allow  that  block  grant  to  grow  at  roughly  the  rate 
of  inflation.  What  you  would  be  saying,  then,  is  that  sort  of  a  sine 
quo  non  of  reform  is  that  you  are  not  anticipating  growth  in  case- 
loads; that  the  States,  as  success,  are  going  to  have  to  keep  their 
caseloads  at  about  the  same  level  and  we  will  give  them  enough 
money  to  make  up  for  the  increases  in  the  rate  of  inflation. 

If  they  can't  control  the  growth  of  their  caseloads,  then  they  have 
to  bear  the  extra  cost  themselves.  So  I  would  say  that  you  would 
cap  the  rate  of  growth  of  the  block  grants  on  non-medical  at  about 
3  percent  per  annum,  about  the  rate  of  inflation,  and  on  medical, 
you  would  cap  it  at  around  the  rate  of  medical  inflation. 

Chairman  RoTH.  My  last  question,  have  you  taken  a  look  at  or 
attempted  to  quantify  the  administrative  savings  that  could  be 
made  by  going  the  route  of  block  grants? 
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Mr.  Rector.  I  have  not.  It  would  obviously  be  considerable,  and 
one  of  the  ironies  is  that  it  would  be  more  considerable  down  at  the 
State  level  than  it  is  up  here. 

There  is  a  tremendous  amount  of  State  manpower.  If  you  took 
each  one  of  these  programs,  they  come  with  a  delightful  set  of 
about  150  pages  of  regulations.  You  saw  some  of  those  with  an  ear- 
her  witness.  That  was  only  two  programs.  So  just  take  that  for  75 
and  you  are  going  pretty  high  up  to  the  ceiling  here. 

Now,  there  has  to  be  a  couple  speciahsts  with  graduate  degrees 
sitting  down  in  each  State  capital  whose  expertise  is  the  interpre- 
tation of  those  regulations.  So  there  would  be  a  tremendous 
amount  of  savings,  I  am  not  sure  just  in  doUar  terms,  but  particu- 
larly in  manpower  terms,  where  you  could  begin  to  orient  people 
not  to  understanding  Federal  regs,  but  in  the  task  of  designing  pro- 
grgims  that  work  down  at  the  State  level. 

Chairman  ROTH.  You  talked  about  States  controlling  the  case- 
load. Do  you  have  suggestions  or  ideas  of  how  they  would  do  that 
in  times  of  economic  recession? 

Mr.  Rector.  In  times  of  economic  recession,  the  caseload  is  going 
to  go  up.  What  I  would  recommend  that  a  State  do  with  a  block 
grant  under  those  circimistances  is  have  a  rainy-day  fund;  that  in 
good  times  they  should  be  putting  a  httle  bit  of  money  away,  or  as 
Governor  Weld  has  said,  when  the  recession  comes,  they  simply 
stop  building  so  many  bridges  and  put  money  into  welfare,  and 
then  when  the  recession  goes,  they  go  back  to  the  bridges. 

I  think  it  is  a  mistake  to  assume  that  the  reason  the  welfare 
State  has  overgrown  is  recessions.  Well,  in  that  chart,  or  either  one 
of  those  two  charts  I  had,  welfare  spending  in  constant  dollars  has 
gone  up  every  single  year  since  1965,  except  for  one.  It  is  not  reces- 
sions that  is  driving  that;  it  is  an  endless  expansion  of  caseload 
and  an  increase  in  the  benefit  values,  and  that  is  what  we  need 
to  control. 

Now,  there  are  many  ways  to  control  that  type  of  caseload 
growth,  particularly  work  requirements.  We  have  an  example  for 
one  case,  putting  work  requirements  on  a  group  called  AFDC  UP 
families,  which  are  two-parent  famiUes  on  AFDC.  Utah  put  a  seri- 
ous work  requirement  on  those  famiUes  way  back  in  1983.  It 
achieved  a  90-percent  reduction  in  caseload  in  1  year. 

There  are  other  examples  like  that.  Dr.  Meade,  who  is  going  to 
speak  later — both  he  and  I  have  been  out  in  Wisconsin  where  many 
of  the  counties  in  Wisconsin,  just  by  having  work  requirements, 
have  achieved  a  50-  to  60-percent  reduction  in  AFDC  caseload  over 
the  last  5  years. 

Unfortunately,  most  counties  and  most  States  don't  have  serious 
work  programs  of  that  sort,  but  we  do  know  how  to  reduce  case- 
load, if  that  is  what  you  want  to  do. 

Chairman  ROTH.  WeU,  thank  you  very  much.  I  appreciate  your 
being  here,  and  I  apologize  for  the  lateness. 

Mr.  Rector.  That  is  no  problem. 

Chairman  ROTH.  At  this  time,  it  is  my  pleasure  to  call  forth 
Mark  Greenberg,  who  is  with  the  Center  for  Law  and  Social  Policy. 
Mr.  Greenberg,  I  am  sure  you  have  heard  several  times  that  your 
full  statement  will  be  included,  and  we  look  forward  to  hearing 
fi"om  you. 
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TESTIMONY  OF  MARK  GREENBERG,i  SENIOR  STAFF 
ATTORNEY,  CENTER  FOR  LAW  AND  SOCIAL  POLICY 

Mr.  Greenberg.  Thank  you  very  much,  Chairman  Roth. 

In  much  of  the  conversation  this  morning,  there  has  been  a  re- 
curring theme  about  the  importance  of  flexibiUty.  And,  in  part,  I 
think 

Chairman  ROTH.  I  am  sorry.  The  importance  of  what? 

Mr.  Greenberg.  Of  flexibihty  and  of  building  additional  flexibil- 
ity into  the  ways  in  which  States  can  operate  their  programs  of  as- 
sistance for  low-income  families. 

I  want  to  suggest  a  couple  of  points.  One  is  that  there  are  clearly 
areas  where  there  is  a  need  for  more  flexibility  in  the  system.  At 
the  same  time,  the  overall  goal  of  Federal  policy  in  any  particular 
program  is  not  State  flexibility.  The  goal  is  to  accompHsh  the  goal 
of  the  program,  whether  it  is  addressing  food  needs,  housing  needs, 
or  other  needs.  There  are  specific  goals  for  a  program,  and  ulti- 
mately, when  we  look  at  any  individual  program,  the  question  al- 
ways has  to  be:  When  does  State  flexibility  help  us  move  toward 
these  goals?  When  does  State  flexibility  possibly  impede  these 
goals?  The  answer  will  be  different  from  program  to  program,  de- 
pending upon  a  range  of  factors. 

It  will  vary  depending  upon  what  the  goal  of  the  program  is.  It 
will  vary  based  upon  how  much  is  known  about  what  are  appro- 
priate solutions  to  the  problem.  It  will  vary  based  upon  how  much 
local  conditions  matter.  Is  this  a  problem  where  the  fact  that  there 
is  a  high  unemployment  rate  in  one  State  and  a  low  unemployment 
rate  in  another  is  a  factor  that  matters?  For  some  programs  it 
would;  for  others  it  would  not. 

So  when  we  look  at  proposals  for  reform,  we  should  begin  with 
the  recognition  that  in  thinking  about  State  flexibility,  the  question 
always  should  be:  Where  does  it  help  us  move  towards  program 
goals? 

There  is  now  much  discussion  about  the  issues  of  block  granting 
low-income  entitlement  programs,  such  as  AFDC  and  food  stamps. 
When  we  think  about  the  question  of  would  it  be  better  for  those 
programs  to  be  reorganized  as  block  grants  rather  than  entitle- 
ments, one  question  is:  How  does  that  affect  the  extent  of  State 
flexibility?  The  other  question  is:  What  do  you  gain  and  what  do 
you  lose  in  furthering  the  program's  overall  goals? 

On  the  flexibiUty  issue,  it  is,  I  think,  important  to  appreciate 
that  it  is  very  possible  to  have  far  more  flexibility  than  exists  in 
the  current  entitlement  structure  while  still  maintaining  the  prin- 
ciple of  entitlement.  At  the  same  time,  it  is  possible  to  have  a  block 
grant,  which  is  not  very  flexible  at  all  or  which  has  very  significant 
strings  attached  to  the  block  grant. 

In  Mr.  Rector's  testimony  just  a  few  moments  ago,  he  identified 
a  set  of  strings  that  he  would  propose  to  attach  to  block  grants, 
which  many  people  would  view  as  extremely  controversial.  It  is  en- 
tirely possible  to  emerge  from  the  discussion  or  from  the  legislative 
process  with  a  block  grant  which  is  not  flexible,  which  does  not  pro- 
vide additional  State  discretion.  It  is  also  possible  to  think  about 


'The  prepared  statement  of  Mr.  Greenberg  appears  on  page  207. 
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ways  of  making  our  entitlement  structure  one  that  is  truly  respon- 
sive to  concerns  about  flexibility. 

Much  of  the  discussion  this  morning  focused  on  the  waiver  proc- 
ess, particularly  in  the  AFDC  program.  Part  of  the  current  dif- 
ficulty is  that  over  the  last  few  years,  States  have  been  forced  to 
go  through  the  waiver  process  in  a  whole  set  of  areas  where  there 
should  not  be  any  need  to  be  requesting  permission  from  the  Fed- 
eral Government  to  make  a  program  change;  that  it  should  an  op- 
tion available  to  States. 

Let  me  give  an  example.  One  of  the  most  common  waiver  States 
have  asked  for  is  a  waiver  of  something  called  the  100-hour  rule. 
This  is  a  rule  that  says  that  in  two-parent  families  that  are  receiv- 
ing AFDC  benefits,  that  if  the  principal  earner  begins  working  100 
hours  a  month,  the  family  loses  eligibiUty  for  aid. 

Chairman  RoTH.  Would  you  say  that  again,  please?  I  could  not 
hear  you. 

Mr.  Greenberg.  Yes.  I  am  sorry.  The  100-hour  rule  is  a  rule  in 
the  AFDC  program  that  says  that  for  two-parent  families,  if  one 
parent  begins  working  100  hours  a  month,  the  family  loses  eligi- 
bility for  aid,  no  matter  what  the  famil5r's  income  situation  is.  The 
mere  fact  of  working  100  hours  a  month  results  in  loss  of  eligibility 
for  aid. 

States  that  do  not  like  that  rule  now  have  to  go  through  a  Fed- 
eral waiver  process  to  get  it  changed  and  have  to  both  demonstrate 
cost-neutrality  and  go  through  an  evaluation  of  the  impact  of  the 
rule  change. 

In  an  instance  like  this,  it  is  very  hard  to  see  why  there  is  a  Fed- 
eral policy  interest  in  restricting  a  State's  ability  to  provide  assist- 
ance to  a  two-p£irent  family.  This  is  an  example  of  an  area  where 
it  would  make  enormous  amount  of  sense  to  build  the  flexibility 
into  the  statute  rather  than  forcing  States  to  go  through  the  waiver 
process. 

There  are  a  number  of  other  areas  where  States  have  been  going 
through  the  waiver  process  because  it  is  the  only  way  to  implement 
particular  policy  options,  but  where  it  would  be  entirely  possible  to 
rewrite  the  statute  to  allow  that  flexibility  without  necessitating  a 
waiver. 

Now,  if  it  is  not  necessary  to  enact  a  block  grant  in  order  to  at- 
tain additional  flexibiUty,  then  the  question  becomes:  What  is 
gained  and  lost  through  a  block  grant  structure? 

What  the  Federal  Grovemment  most  clearly  gains  in  the  block 
grant  structure  is  the  control  of  spending,  by  saying  at  the  begin- 
ning of  the  year  that  this  is  the  amount  that  will  be  appropriated 
and  that  is  all,  and  when  it  runs  out,  that  is  that. 

What  is  lost  in  shifting  fi-om  entitlement  programs  to  block 
grants,  is  the  basic  principle  that  the  Federal  Government  is  a 
partner  in  the  cost  of  these  programs.  And  what  is  lost  is  the  basic 
principle  that,  in  times  when  more  people  need  assistance,  the  Fed- 
eral Government  is  a  partner  in  providing  that  assistance.  That  if 
there  is  greater  demand — one  reason  would  be  a  recession,  but  that 
is  only  the  most  dramatic  reason  why  there  will  be  changes  in  the 
number  of  people  in  need  of  assistance.  And  in  the  block  grant 
structure,  what  is  lost  in  times  when  more  people  need  help,  is  this 
Federal  role  in  joining  in  the  cost. 
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The  other  thing  that  is  lost  by  going  to  a  block  grant  structure 
is  the  ability  of  the  Federal  Government  to  be  a  partner  in  making 
the  kinds  of  changes  that  need  to  be  made  in  reforming  the  welfare 
system.  One  of  the  recurrent  themes  over  the  course  of  the  morning 
is  the  need  to  move  to  a  system  which  is  much  more  employment- 
centered  than  the  current  system,  one  which  involves  significantly 
more  emphasis  on  linking  families  with  the  labor  market,  on  access 
to  education  programs,  on  ensuring  that  those  who  can  go  to  work 
go  to  work,  and  having  that  emphasis  as  one  that  permeates  the 
system. 

In  order  to  do  that,  unfortunately,  the  reality  is  that  it  does 
mean  more  resources  than  the  current  system.  The  reason  for  that 
is  in  the  current  system  right  now,  when  we  look  at  the  JOBS  pro- 
gram, the  basic  program  for  work  and  training  and  work-related 
activities  for  AFDC  families,  across  the  country  it  involves  about  13 
percent  of  the  families  in  the  system. 

There  is  child-care  assistance  for  roughly,  I  estimate,  about  3  to 
4  percent  of  the  families  in  the  system.  If  we  want  the  AFDC  pro- 
gram to  be  a  much  more  employment-centered  program,  that  has 
got  to  be  increased.  And  the  difficulty  when,  for  instance,  a  pro- 
posal comes  forward  to  say  let's  take  current  money,  put  it  all  to- 
gether in  a  block  grant,  and  then  let  States  decide  what  to  do  with 
it,  the  practical  implication  would  be  to  say  that  if  a  State  wants 
to  expand  its  JOBS  effort,  the  only  way  to  do  it  is  by  cutting  some 
of  the  families  out  of  the  system  or  cutting  assistance  to  some  of 
the  famiHes  in  the  system. 

In  the  same  sense,  there  would  be  the  risk  that  if  in  a  time  of 
recession  more  people  needed  help,  there  would  be  the  danger  of 
actually  having  to  cut  the  JOBS  program  in  order  to  respond  to 
those  in  need. 

So  my  concern  as  the  discussion  goes  forward  is  that  we  need  to 
distinguish  those  instances  where  flexibility  is  appropriate.  We 
then  need  to  recognize  that  the  question  of  whether  it  is  a  block 
grant  or  an  entitlement  is  not  determined  by  the  issue  of  flexibility; 
that  there  are  other  considerations  around  block  grant  versus  enti- 
tlement, and  that,  in  particular,  by  the  loss  of  entitlement  we  lose 
the  principle  of  the  Federal  Grovernment  as  partner,  and  we  lose 
the  principle  of  a  basic  responsibility  to  say  when  individuals  qual- 
ify under  the  terms  of  a  program,  they  will  receive  the  assistance 
that  they  qualify  for. 

Let  me  close  just  by  commenting  a  little  bit  on  the  presentation 
immediately  before  me  by  Mr.  Rector.  I  do  think  that  it  is  entirely 
appropriate  as  we  think  about  Federal  spending  to  ask:  What  are 
the  array  of  things  that  the  Federal  Government  spends  money  on? 
And  what  are  the  areas  in  which  the  Federal  Government  spends 
money  on  low-income  individuals?  And  are  our  priorities  correct? 
Should  more  money  go  here  or  there  or  less  money  here  or  there? 

The  difficulty,  though,  is  to  agglomerate  every  one  of  those  pro- 
grams and  call  them  welfare  really  does  not  help  us  in  understand- 
ing the  situation.  In  particular,  of  the  $324  billion  referenced  as 
welfare  spending,  $132  billion  of  that  is  Medicaid.  Of  the  Medicaid 
amount,  two-thirds  is  for  the  elderly  and  disabled.  By  recent  esti- 
mates, only  about  16  percent  of  Medicaid  money  goes  to  the  fami- 
lies in  the  AFDC  system.  It  is  entirely  correct  to  say:  Are  we  spend- 
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ing  too  much  money  on  Medicaid?  Should  we  make  changes  in  how 
we  treat  nursing  home  care?  But  it  is  simply  not  helpful  to  say  that 
when  money  goes  up  for  expenditures  on  nursing  home  care,  that 
is,  does  welfare  spending  help  explain  changes  in  out-of-wedlock 
births  or  work  effort  by  the  families  in  the  welfare  system? 

It  is  important  to  focus,  as  did  occur  in  the  GAO  testimony  ear- 
lier today,  on  saying:  What  is  the  package  that  a  family  in  the  sys- 
tem receives?  How  much  does  that  cost  to  Government?  What  does 
that  provide  to  the  individuals  involved?  And  then  what  are  the 
implications  of  that  for  thinking  about  welfare  reform? 

But  to  agglomerate  many,  many  programs,  things  like  nursing 
home  care,  the  Pell  Grant  program,  child  care  for  working  poor 
people,  Head  Start,  Title  I  assistance  to  schools,  and  say  all  that 
is  welfare  spending,  doesn't  help  in  us  being  able  to  understand  the 
issues  that  are  really  before  us  in  talking  about  the  reform  of  the 
system.  Thank  you. 

Chairman  ROTH.  Last  night  the  President  talked  about  oppor- 
tunity, I  believe  it  was,  an  obligation.  Today,  I  think  in  your  testi- 
mony you  talked  about  how  the  principle  of  entitlement  does  not 
mean  that  programs  must  provide  aid  without  expecting  obliga- 
tions on  the  part  of  program  beneficiaries. 

Now,  it  seems  to  me  that  expecting  obligations  should  extend 
across  public  assistance  programs.  Given  the  multi-agency  adminis- 
tration that  currently  exists  to  administer  these  entitlement  pro- 
grams, how  would  you  recommend  ensuring  and  implementing  this 
concept  of  obligation? 

Mr.  Greenberg.  I  would  first  suggest  that  whether  there  is  an 
obhgation  and  what  the  obligation  should  be  may  be  a  different 
question  for  different  programs.  For  example,  the  Food  Stamp  pro- 
gram includes  working-age  families  with  children;  it  also  includes 
elderly  and  disabled  individuals;  it  also  includes  a  significant  num- 
ber of  working  poor. 

It  is,  I  think,  a  question  as  to  whether  one  would  say  in  all  in- 
stance the  appropriate  thing  is  to  extend  obligation  in  return  for 
assistance,  because  in  some  instances  the  goal  of  the  program  itself 
is  simply  to  provide  that  assistance,  perhaps  not  with  a  reciprocal 
obhgation. 

In  instances  where  there  is  a  reciprocal  obligation  that  is  in- 
volved, it  is  crucial  to  ensure  that,  at  a  very  minimum,  the  obliga- 
tions are  not  bumping  up  against  each  other.  And  one  of  the  things 
which  was  referred  to  in  the  interagency  panel  is  that,  because 
laws  have  been  passed  at  different  times,  we  now  do  sometimes 
face  the  situation  where  if  an  individual  does  not  comply  with  rules 
in  the  AFDC  program,  food  stamp  assistance  may  go  up. 

It  is  clearly  important  to  assure  that  we  do  not  have  programs 
that  are  sending  conflicting  signals  and  that  are  undercutting  one 
another's  goals.  But  it  is,  I  think,  at  the  same  time  necessary  to 
recognize  that  we  would  not,  at  least  in  my  view,  say  a  single  uni- 
form obligation  should  apply  for  all  beneficiaries  across  all  pro- 
grams. 

Chairman  RoTH.  Let  me  turn  to  a  different  area.  Given  the  cri- 
teria that  your  testimony  uses  to  evaluate  the  appropriateness  of 
block  grants,  do  you  believe  it  would  be  helpful  to  block  grant  all 
day-care  programs  and  have  in  each  State  just  one  set  of  rules  and 
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eligibility  requirements  instead  of  the  disjointed  patchwork  that  we 
have  today?  Obviously,  day-care  programs  are  important  in  helping 
women  with  children  make  the  transition  to  employment.  But  it 
would  seem  there  might  be  a  real  benefit  for  recipients  not  having 
to  worry  about  losing  eligibility  for  day-care  and  having  to  see  as- 
sistance from  a  different  program. 

Mr.  Greenberg.  There  is  no  question  that  what  exists  right  now 
in  the  child-care  area  is  a  disjointed  patchwork  where  there  are  a 
number  of  differences  between  the  programs,  sometimes  for  no 
good  reason  at  all.  There  have  been  some  efforts  to  try  to  address 
some  of  that  in  the  last  year  or  so,  both  in  a  proposed  regulations 
package  from  HHS.  Also,  some  of  the  legislation  that  was  proposed 
last  year  would  try  to  at  least  ensure  that  a  State  could  have  the 
option  to  apply  the  same  rules  across  programs. 

The  real  concern,  though,  with  the  notion  of  taking  all  the  day- 
care programs  and  incorporating  them  into  a  single  block  grant,  for 
instance,  is  that  right  now  we  have — the  principal  child-care  pro- 
grams, the  child  care  and  development  block  grant  and  the  at-risk 
program,  are  not  entitlements  to  individuals.  They  are  funds  to 
States  for  either  working-poor  child  care  or  also  potentially  for  edu- 
cation and  training. 

On  the  AFDC  side,  there  has  been  an  entitlement  structure  to 
make  child  care  available  for  participants  in  education,  training, 
and  employment,  and  that  functions  both  as  an  entitlement  to  indi- 
viduals and  to  States.  It  is  an  open-ended  Federal  match  to  run 
that  program. 

The  big  concern,  I  think,  as  we  look  ahead  in  welfare  reform,  is 
that  virtually  anybody's  proposal  at  this  point  will  envision  a  need 
for  increased  use  of  day-care  on  the  AFDC  side.  As  I  suggested,  the 
best  indications  are  right  now  that  only  about  3  or  4  percent  of 
AFDC  families  are  receiving  child  care  assistance.  If  we  move  to 
universal  participation,  the  day-care  needs  are  clearly  going  to  be 
much,  much  greater. 

If  AFDC  day-care  were  in  the  same  block  grant  with  the  work- 
ing-poor day  care,  that  would  mean  that  as  the  participation  and 
work  requirements  increased  on  the  AFDC  side,  the  only  way  to 
meet  them  would  be  by  cutting  back  working-poor  day-care.  If 
AFDC  day-care  were  placed  into  an  AFDC  block  grant,  it  would 
mean  that,  as  day-care  costs  increased,  the  only  waj'  that  to  meet 
them  would  be  by  cutting  back  the  JOBS  program  or  AFDC  assist- 
ance to  families. 

So  it  seems  to  me  that  one  issue  is  the  need  to  harmonize  the 
rules  between  programs,  but  I  would  be  very  concerned  by  any- 
thing which  shut  off  the  ability  for  a  Federal  partnership  in  the  in- 
creased day-care  costs  that  will  likely  be  involved  in  welfare  re- 
form. 

Chairman  RoTH.  Mr.  Greenberg,  we  may  well  have  additional 
questions,  but  because  of  the  hour,  we  will  submit  them  in  writing. 

Mr.  Greenberg.  Thank  you. 

Chairman  RoTH.  Thank  you  for  being  here  today. 

Our  final  panel  includes  Dr.  Lawrence  Mead  of  Princeton  Univer- 
sity, and  Dr.  Judith  Gueron,  who  is  president  of  the  Manpower 
Demonstration  Research  Corporation. 
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Again,  I  apologize  to  both  of  you  for  the  very  lateness  of  the 
house,  and  I  appreciate  your  patience  and  very  much  look  forward 
to  hearing  your  testimony. 

As  I  understand  it,  you  have  some  success  stories  to  talk  about. 
That  seems  to  be  much  needed  at  this  stage.  Please  proceed. 

TESTIMONY  OF  JUDITH  M.  GUERON,i  PRESIDENT,  MANPOWER 
DEMONSTRATION  RESEARCH  CORPORATION 

Ms.  GUERON.  Thank  you.  I  appreciate  the  opportunity  of  being 
here,  and  I  commend  your  nobility  for  being  here  this  long.  My  re- 
marks focus  on  why  welfare-to-work  mandates  have  been  the  focus 
of  reform  for  the  last  30  years  and  why  they  will  be  critical  to  the 
success  of  reform  efforts  that  people  are  talking  about  in  1995. 

AFDC  was  created  in  1935  to  help  a  group  of  single  mothers,  pri- 
marily then  widows,  stay  out  of  the  labor  force  and  take  care  of 
their  children.  The  goal  was  to  reduce  child  poverty,  and  at  that 
point,  the  possibility  of  long-term  receipt  was  accepted  for  that 
group.  But  much  has  changed.  Women  have  flooded  into  the  labor 
market,  and  the  welfare  population  is  now  primarily  unmarried 
women.  And  providing  long-term  support  is  clearly  not  popular. 

The  public  wants  change,  but  it  also  wants  change  that  would 
satisfy  two  conflicting  goals:  Providing  a  safety  net  under  children, 
but  also  requiring  that  their  parents  work. 

Starting  in  the  late  1960's  and  in  1988  with  the  creation  of  the 
JOBS  program  under  the  Family  Support  Act,  Congress  and  the 
States  crafted  a  new  basic  compromise  to  try  to  reconcile  these  con- 
flicting goals.  Welfare  should  be  transformed  from  a  no-strings-at- 
tached entitlement — if  you  are  poor,  you  got  money — to  a  program 
where  families  could  continue  to  get  support,  but  only  if  they  would 
participate  in  some  form  of  work-directed  activity  or  work  itself. 

Now,  effecting  this  transformation  has  not  been  easy.  Nonethe- 
less, there  is  unusually  reliable  evidence  suggesting  that  change 
can  be  successfully  implemented  and  that  JOBS  can  be  a  four-fold 
winner:  Helping  society  meet  its  two  goals  of  providing  more  money 
for  children  and  getting  their  parents  to  get  more  of  their  income 
from  work;  saving  money  for  taxpayers  and  making  welfare  more 
consistent  with  public  values. 

The  best  evidence  of  this  comes  from  a  recently  completed  study 
of  California's  JOBS  program  called  GAIN.  At  its  most  successful, 
in  Riverside  County,  California,  which  set  a  benchmark  for  what 
we  know  about  JOBS'  potential,  GAIN  produced  a  50-percent  in- 
crease in  earnings,  a  15-percent  reduction  in  welfare  payments, 
and  returned  to  taxpayers  about  $3  for  every  $1  they  invested  in 
the  program.  Throughout  the  State,  the  results  were  about  half 
that  level. 

Now,  what  distinguished  the  Riverside  program?  Several  ele- 
ments: Emphasis  on  people  getting  into  a  job  quickly;  a  strong  reli- 
ance on  job  clubs  but  substantial  use  of  basic  education;  a  tough 
enforcement  of  a  participation  requirement,  getting  about  60  per- 
cent of  people  active  in  the  program;  close  links  to  the  private  sec- 
tor; and  a  cost-conscious  and  outcome-focused  management  style. 


1  The  prepared  statement  of  Ms.  Gueron  appears  on  page  218. 
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Studies  indicate  that  different  JOBS  approaches  can  have  dif- 
ferent results.  Job  clubs,  getting  people  to  search  for  jobs  and  help- 
ing them  do  that,  seem  to  be  able  to  get  people  into  jobs  quickly 
and  save  taxpayers  money  but  they  do  not  affect  job  quality  and 
do  not  seem  to  succeed  for  the  most  disadvantaged. 

Adding  some  skills  training  seems  to  cost  more,  but  can  get  some 
people  better  jobs  and  may  be  able  to  be  more  successful  with  some 
of  the  long-term  disadvantaged.  Programs  that  favor  quick  employ- 
ment but  have  a  mix  of  elements  may  be  able  to  achieve  both  objec- 
tives. 

As  for  mandatory  work-for-benefits,  sometimes  called  workfare 
programs,  there  have  not  been  a  lot  of  studies,  but,  in  strictly 
budgetary  terms,  these  programs  do  not  appear  to  save  money. 
However,  they  have  almost  always  been  operated  at  relatively 
small  scale.  But  they  do  provide  a  way  to  maintain  a  safety  net  for 
children  while  sending  a  strong  pro-work  signal  to  their  parents 
and  producing  socially  useful  work. 

Bringing  the  JOBS  system  nationwide  up  to  the  standard  of 
high-performance  programs  like  the  one  in  Riverside  is  a  way  to  re- 
spond to  the  public's  interest  in  changing  the  nature  of  welfare  and 
is  a  vital  prerequisite  to  making  a  time  limit,  either  with  work  at 
the  end  or  with  work  not  at  the  end,  feasible  and  affordable.  This 
is  because,  from  a  State  perspective,  the  risk  of  time  limits  will  be 
too  high  unless  more  people  get  off  of  welfare  before  any  time  limit 
is  reached.  That  is  because,  if  more  people  do  not  get  off,  too  many 
people  will  hit  the  cliff,  and  either  you  will  have  to  require  their 
participation  in  subsidized  work,  which  costs  more  than  simply 
sending  out  a  check,  or  they  will  face  a  dramatic  loss  in  income, 
with  unknown  effects  on  families  and  children  and  ultimately  other 
areas  of  State  budgets. 

However,  Federal  and  State  actions  are  needed  to  make  JOBS 
reach  its  potential.  The  first  need  is  for  more  resources.  Yet  despite 
broad-based  enthusiasm  for  work  programs,  JOBS  is  at  risk  for 
cutbacks.  This  could  occur  if  States  under  block  grants  have  to  pay 
for  AFDC  benefits  and  work  progrsims  out  of  the  same  fixed  re- 
sources. 

The  second  need  is  to  make  the  programs,  when  they  operate, 
more  effective.  This,  I  think,  requires  changes  in  what  staff  do  at 
a  local  level  in  welfare  offices. 

The  Federal  Government  has  a  clear  role  also  in  providing  States 
with  reliable  information  on  how  to  improve  program  performance. 
But  the  States  have  the  clear  challenge  of  making  a  reality  out  of 
the  potential  of  this  program. 

In  considering  whether  to  consolidate  JOBS  into  a  larger  employ- 
ment and  training  block  grant  for  States,  which  is  also  sometimes 
discussed,  it  is  important  to  remember  that  mandatory  welfare-to- 
work  programs  have  overlapping  but  different  goals  from  the  tradi- 
tional voluntary  employment  and  training  system.  JOBS  programs 
may  seek  to  enhance  people's  skills  and  get  them  jobs,  but  they 
also  are  a  vehicle  to  reform  welfare,  to  enforce  the  participation  re- 
quirement, and  reduce  the  welfare  rolls.  Operationally,  this  points 
to  the  importance  of  ensuring  that  JOBS  programs  are  closely 
linked  to  the  administration  of  welfEu-e. 
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A  final  word  just  about  the  welfare  reform  debate  itself.  I  think 
it  will  be  critical  not  to  overpromise  or  simplify  the  likely  success 
of  reform.  Helping  the  public  understand  what  level  of  change  is 
attainable  might  break  the  cycle  of  cynicism  that  has  resulted  fi*om 
past  waves  of  welfare  reform. 

Thank  you. 

Chairman  ROTH.  I  have  to  say  I  agree  with  your  last  point.  The 
tendency  of  Congress  is  to  promise,  with  the  passage  of  every  new 
law,  that  it  is  going  to  solve  something,  and  next  year  we  come 
back  and  do  it  again. 

Ms.  GUERON.  But  with  the  public  angrier. 

Chairman  Roth.  Absolutely.  Right. 

Dr.  Mead. 

TESTIMONY  OF  LAWRENCE  M.  MEAD,i  Ph.D.,  PRINCETON 

UNIVERSITY 

Mr.  Mead.  Thank  you  very  much,  Mr.  Chairman. 

It  is  a  delight  to  be  here,  and  may  I  also  say  it  is  a  delight  to 
see  Republicans  in  the  majority  for  the  first  time  in  my  experi- 
ence— well,  first  time  that  they  have  been  in  the  majority  in  all  of 
Capitol  Hill. 

Chairman  ROTH.  New  to  all  of  us. 

Mr.  Mead.  Yes.  Let  me  just  say  a  word  about  the  Republican 
proposals  in  the  House  to  cut  eligibility  for  teen  mothers  and  also 
to  time-limit  aid.  I  think  that  to  do  this  would  be  a  leap  in  the 
dark.  We  cannot  say  what  the  effects  would  be.  There  is  no  reason 
to  think  fi"om  current  research  that  these  changes  would  have  the 
effect  of  reducing  unwed  pregnancy,  which  is  the  main  goal.  They 
might  have  that  effect,  but  we  do  not  know  that.  And  the  other 
thing  to  say  is  that  they  conflict  with  public  desire.  The  public  de- 
sire is  to  reform  welfare  while  maintaining  the  principle  of  aiding 
the  needy.  If  you  go  the  route  of  time  limits  and  eligibility  cuts, 
then  you  are  reforming  welfare  by  curbing  access  to  aid,  which  is 
not  the  public's  first  preference. 

I  do  not  mean  that  we  should  not  do  it.  It  may  be  necessary  to 
do  these  things  in  the  same  way  that  we  mandate  capital  punish- 
ment as  a  statement  of  a  social  principle,  and  not  because  we  claim 
that  there  are  clear  deterrent  effects.  But  we  should  understand 
that  that  is  what  we  are  doing,  and  not  claim  that  it  is  going  to 
change  behavior  very  much. 

I  personally  think  that  work  requirements  are  a  sounder  way  to 
reform  welfare  because  they  are  consistent  with  public  expecta- 
tions. They  maintain  the  principle  of  aid  while  at  the  same  time 
enforcing  a  requirement  that  people  do  something  to  help  them- 
selves. When  people  go  off  welfare  by  going  to  work,  that  is  exactly 
what  the  public  wants  in  the  way  of  welfare  reform,  and  it  is  also 
what  the  recipients  want  themselves. 

So  the  major  question  in  the  debate  is  not  the  ideal,  which  clear- 
ly is  to  reduce  welfare  through  employment,  but,  rather,  whether 
it  is,  in  fact,  possible  to  do  this,  whether  work  programs  can  do 
that. 


1  The  prepared  statement  of  Mr.  Mead  appears  on  page  234. 


83 

I  think  there  has  been  a  recent  tendency,  particularly  on  the  part 
of  conservatives,  to  argue  that  work  programs  actually  do  not  have 
much  effect,  that  their  impact  is  merely  symbolic.  They  are  a  way 
of  honoring  the  work  ethic,  but  they  do  not  have  enough  effect  on 
families.  If  we  want  to  stop  unwed  pregnancy,  then  we  have  to  in- 
tervene in  some  more  forceful  way,  for  example,  by  curbing  eligi- 
bility, access  to  aid,  time-limiting  welfare,  and  so  on. 

I  think  it  is  possible  to  say  that  work  requirements  have  a  great- 
er effect  than  that.  They  actually  have  a  large  effect  on  dependency 
and  on  other  useful  outcomes.  In  a  recent  study  that  I  have  just 
finished  that  included  a  study  of  why  welfare  rolls  have  grown  in 
the  Nation,  I  found  that,  if  you  look  across  the  States,  a  major  de- 
terminant of  whether  the  welfare  rolls  grew  was  how  toughly  the 
JOBS  program  was  implemented.  In  States  which  enforce  this  pro- 
gram stringently,  there  were  lower  increases  in  welfare  and  actual 
reductions  in  some  cases,  even  controlling  for  a  number  of  other 
factors.  So  the  JOBS  program  really  does  have  the  potential  to  at 
least  restrain  the  growth  in  dependency  and  perhaps  to  reverse  it 
in  some  cases. 

It  is  also  clear  from  other  research  that  it  is  a  good  thing  for  chil- 
dren of  disadvantaged  families  if  their  parents  are  working.  There- 
fore, the  JOBS  program,  by  causing  more  parents  to  work,  is  also 
good  for  children.  And  there  is  also  one  study  that  shows  that  work 
requirements  and  welfare  requirements,  including  JOBS,  have  the 
effect  actually  of  reducing  unwed  pregnancy.  So  if  we  take  the  very 
thing  which  those  who  would  favor  cutting  welfare  want  to  do, 
namely,  reduce  unwed  pregnancy,  one  way  to  do  that,  apparently, 
is  to  require  that  people  work. 

Now,  it  is  important  to  note  that  there  is  not  a  lot  of  evidence 
that  we  have  any  way  of  reducing  illegitimacy.  I  think  the  major 
reason  not  to  make  unwed  pregnancy  the  focus  of  welfare  reform 
is  that  we  do  not  know  a  whole  lot  about  it.  We  do  not  know  really 
how  to  do  that.  The  whole  problem,  I  think,  with  advocating  family 
policy  is  that  we  do  not  have  clear-cut  levers  that  could  really  af- 
fect the  problem.  Work  requirements  may  actually  be  the  best  fam- 
ily policy  we  have.  So  work  requirements  are  a  lot  more  than  sjon- 
bolic,  and  we  should  see  this  as  a  level  which  really  has  an  effect 
on  our  social  problem,  and  we  should  be  ready  to  push  this  lever 
harder  than  we  do. 

Now,  to  maximize  the  effects  of  these  programs,  I  would  advocate 
the  kind  of  reforms  that  Judy  has  just  mentioned.  Let  me  be  a  lit- 
tle bit  more  pointed.  It  seems  to  me  there  are  three  crucial  deter- 
minants in  effective  JOBS  programs,  and  we  can  already  determine 
these  fi-om  the  research. 

First  of  all,  you  have  to  have  high  participation.  You  have  to 
mandate  participation  in  these  programs.  TTiey  cannot  be  vol- 
untary. You  have  to  require  that  people  enter  the  program,  not  just 
sign  up  but  actually  undertake  some  activity.  That  is  the  most  fun- 
damental result. 

Second,  you  have  to  require  actual  employment.  You  have  to  re- 
quire that  people  look  for  work.  I  would  say  that  the  single  most 
sensitive  issue  in  today's  welfare  reform  debate  is  the  question  of 
up-front  job  search.  Are  we  going  to  require  people  to  look  for  work 
immediately  on  going  into  welfEo-e?  It  appears  that  we  have  to  do 
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that.  This  is  the  essential  change,  the  biggest  single  change  that 
should  be  made  in  the  JOBS  program.  I  do  not  mean  you  should 
not  also  have  education  and  training,  but  it  should  be  after  a  per- 
son is  working  at  least  part-time. 

Third,  you  have  to  have  tight  administration.  You  have  to  en- 
force these  activities  closely.  You  have  to  follow  up  on  clients.  You 
have  to  monitor  their  attendance  at  activities.  About  90  percent  of 
the  administrative  task  of  running  a  JOBS  program  is  monitoring 
the  attendance  of  the  clients,  simply  getting  them  to  show  up  and 
fulfill  their  obligations.  And  although  you  do  not  immediately  do 
this,  you  must  be  prepared  to  sanction  people  who  do  not  partici- 
pate. 

Now,  in  the  same  study  I  just  mentioned,  on  welfare  reform  in 
Wisconsin,  I  carried  out  an  analysis  of  the  JOBS  program  in  the 
State,  and  I  found  that  the  most  effective  programs  were  those  that 
minimized  the  delay  between  the  client  going  on  welfare  and  actu- 
ally going  into  the  JOBS  program.  Secondly,  programs  that  en- 
rolled high  percentages  of  clients  so  that  they  actually  had  to  en- 
gage in  activities  and  not  simply  pro  forma  be  subject  to  a  work 
test.  Also  those  that  placed  high  proportions  of  clients  in  actual  job- 
oriented  activities,  including  job  search,  and  downplayed  education 
and  training,  especially  in  advance  of  employment.  They  enforced 
these  rules  with  case  managers  who  followed  up  on  clients  closely, 
and  they  minimized  the  use  of  Government  jobs. 

I  agree  with  Judy  that  government  jobs  are  not  the  way  to  go. 
Grovernment  employment  can  play  a  role  in  some  programs  to  en- 
force the  job  search  requirement  for  clients  who  one  suspects  are 
not  really  looking  for  work  seriously.  But  it  has  to  play  a  minor 
role  because  the  costs  and  the  administrative  problems  are  over- 
whelming. 

Now,  by  methods  like  this,  the  best  counties  in  Wisconsin,  most 
notably  Kenosha  County,  already  have  over  a  third  of  their  recipi- 
ents working  while  still  on  welfare.  These  are  people  who  are  still 
on  the  rolls,  but  they  are  working,  at  least  half-time.  A  remarkable 
achievement.  If  we  could  somehow  generalize  Kenosha  around  the 
country,  I  think  we  would  probably  see  a  dramatic  drop  in  depend- 
ency and,  just  as  important,  an  improvement  of  the  life  of  the  peo- 
ple still  on  welfare. 

It  has  been  usual  to  say  that  there  is  a  trade-off  in  welfare  and 
employment  between  requiring  people  to  take  immediately  avail- 
able jobs,  which  are  usually  low-wage,  and  investing  in  slalls  and 
remediation  in  various  ways  so  that  they  can  get  better  jobs  and 
then  get  off  welfare. 

I  think  there  is  such  a  tradeoff,  but  not  much.  The  way  to  go, 
predominantly,  is  to  go  for  job  quantity,  to  insist  on  actual  employ- 
ment, and  then  alongside  that  to  have  a  certain  amount  of  remedi- 
ation to  help  people  train  for  better  jobs. 

The  reason  why  this  works  is  that,  for  this  population,  to  accept 
the  available  job  is  really  the  best  way  to  get  the  better  job  later. 
These  are,  on  the  whole,  people  who  are  not  very  good  at  learning 
in  school.  Many  of  them  are  dropouts.  They  are  not  good  at  school 
book  learning.  The  best  way  to  increase  their  human  capital  is  ac- 
tually to  take  the  available  job  and  then  with  that  job  experience 
go  out  and  get  a  better  job  in  6  months'  or  a  year's  time.  So  we 
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should  go  for  the  job  emphasis  and  downplay  skills  and  remedi- 
ation, but  allow  some  training  alongside  a  program  where  people 
are  already  working  at  least  part-time. 

Now,  the  other  thing  to  stress  is  that  more  than  anyone  has  said 
this  morning,  welfare  reform  is  an  administrative  problem.  It  in- 
volves the  creation  of  programs  at  the  local  level  which  have  the 
capacity  to  surround  the  recipients  with  a  regime,  what  I  call  pa- 
ternalism, where  you  support  people  at  the  same  time  that  you  re- 
quire that  they  do  things.  And  the  requirements  have  to  be  ex- 
pressed by  case  managers  who  are  checlang  up  on  attendance,  who 
follow  after  clients  when  they  do  not  show  up,  send  them  letters, 
call  them  up  on  the  phone,  go  out  and  visit  the  home.  Follow  up, 
follow  up,  that  is  the  thing  that  produces  results.  You  have  to  get 
after  people  to  fulfill  the  requirements.  My  phrase  for  this  is  "help 
and  hassle."  There  has  to  be  help,  and  there  has  to  be  hassle. 

The  question  is  what  the  Federal  role  should  be  to  achieve  that. 
My  criticism  of  the  Clinton  plan  and  the  Republican  plan  in  the 
House  is  that  they  do  not  do  enough  to  do  those  things.  The  JOBS 
program  exempts  about  half  the  adult  recipients  on  grounds  that 
they  have  very  young  children.  It  demands  primarily  education  and 
training  fi-om  the  rest  of  them.  It  doesn't  really  require  employ- 
ment. Above  all,  it  does  not  require  up-front  job  search.  The  partici- 
pation rates  now  required  by  States  are  only  20  percent  on  a 
monthly  basis,  and  participation  is  defined  generously. 

The  CUnton  plan  would  exempt  fewer  adults  and  would  raise 
participation  rates  to  50  percent,  which  is  a  positive  step,  but  it  al- 
lows States  to  exempt  large  parts  of  the  caseload.  The  new  require- 
ments under  Clinton  would  not  apply  to  anyone  born  before  1972. 
In  the  Clinton  plan,  I  think  the  rhetoric  is  a  lot  stronger  than  the 
actual  work  enforcement. 

Now,  the  Republican  plan  in  some  ways  is  too  tough.  It  demands 
actual  work  fi-om  more  of  the  caseload,  which  is  good,  but  it  de- 
mands participation  rates  of  50  percent,  using  a  more  demanding 
measure  than  now.  I  personally  think  that  that  may  be  achievable, 
but  it  has  to  be  phased  in  over  a  number  of  years.  The  real  problem 
is  that  in  measuring  the  50  percent,  the  Republicans  in  the  House 
would  not  allow  education  and  training  to  count.  It  would  all  have 
to  be  actual  work.  Although  actual  work  should  get  priority,  if  you 
do  that  it  is  then  harder  to  meet  the  50  percent.  I  would  prefer  to 
allow  education  and  training  activities  to  count  alongside  actual 
work. 

Then  also  they  demand  35  hours  a  week  of  effort  by  a  recipient 
in  order  to  count  as  a  participant,  and  I  think  that  is  probably  too 
tough.  We  have  to  compromise  with  the  mother's  family  obliga- 
tions. I  would  say  half-time.  I  would  allow  a  client,  after  half-time, 
to  go  into  education  and  training  also.  But  the  actual  obligation 
would  be  half-time. 

Now,  both  plans  worry  too  much  about  time-limiting  aid,  which 
I  do  not  really  think  is  feasible,  and  they  also  try  to  enforce  the 
time  limit  through  guaranteeing  work  with  Government  jobs, 
which  I  also  think  is  infeasible.  I  would  rather  try  to  change  the 
nature  of  aid  so  that  people  have  to  work  or  look  for  work  half-time 
right  away,  as  soon  as  they  go  on  welfare.  Rather  than  try  to  limit 
the  length  of  welfare,  change  the  character  of  welfare,  so  that  when 
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yoti  go  on  welfare  you  immediately  have  to  work  or  look  for  work 
half-time.  That  is  your  obligation,  and  you  have  to  fulfill  that  for 
as  long  as  you  are  on  welfare. 

But  if  you  do  that,  then  I  do  not  see  a  need  to  time-limit  aid.  I 
think  at  that  point  you  are  satisfying  your  obligation.  In  my  testi- 
mony, I  suggest  various  ways  to  do  that. 

Let  me  make  just  a  brief  comment  on  the  idea  of  block  granting 
welfare  and  the  JOBS  program.  I  think  to  do  this  is  risky  from  a 
number  of  points  of  view.  First  of  all,  from  a  conservative  point  of 
view,  if  you  give  up  Federgd  standards  in  welfare,  which  is  what 
this  really  means,  then  you  are  allowing  a  number  of  States  in  big 
cities  to  carry  on  a  liberal  welfare  policy  essentially  undisturbed 
from  Washington.  In  New  York  City,  there  are  a  million  people  on 
welfare.  In  my  view,  that  is  a  danger  to  the  Nation.  That  is  a  scan- 
dal in  which  all  Americans  have  a  stake,  even  if  they  do  not  live 
in  New  York.  I  do  not  think  we  should  allow  New  York  to  run  the 
kind  of  welfare  they  are  running  today.  They  should  be  confronted 
with  Federal  requirements  to  put  those  people  to  work  much  more 
than  they  are  doing  now. 

On  the  other  hand,  from  a  liberal  point  of  view,  if  you  abandon 
welfare  standards,  you  will  allow  some  States,  notably  in  the 
South,  perhaps,  to  resurrect  the  kind  of  invidious  practices  which 
30  years  ago  gave  rise  to  the  welfare  rights  movement.  In  the  hear- 
ing Judy  and  I  were  in  2  days  ago  in  the  Ways  and  Means  Commit- 
tee, there  was  a  demonstration  in  the  hearing  room  by  a  welfare 
rights  organization.  That  sort  of  thing  would  become  more  fre- 
quent, I  think,  if  national  standards  were  abolished. 

I  would  challenge  the  big  cities  using  national  standards,  but  do 
so  on  the  basis  of  law  that  is  not  invidious,  that  does  not  allow  an 
excessively  discretionary  welfare  policy. 

The  thing  to  have  at  the  center  is  not  the  bureaucracy,  but  the 
standards,  and  I  would  say  standards  about  dignified  payment  of 
benefits,  work  requirements,  quality  control — performance  stand- 
ards, in  other  words.  These  are  the  things  that  should  be  set  from 
Washington,  not  process  standards. 

For  example,  I  would  abandon  the  targeting  provisions  of  the 
JOBS  program.  I  do  not  see  a  reason  to  insist  that  55  percent  of 
the  money  be  spent  on  groups  that  we  think  are  going  to  be  long 
term,  because  we  cannot  really  predict  who  is  going  to  be  long 
term.  I  would  not  have  as  many  process  requirements.  I  would 
have  performance  standards,  and  then  delegate  the  administration 
to  the  local  level.  Have  localities  construct  programs  that  they  find 
to  be  effective  with  a  number  of  different  emphases,  provided  that 
the  national  standards  are  fulfilled.  Those  are  the  matters  in  which 
the  Nation  has  an  overall  interest,  and  if  we  do  that,  then  I  think 
we  are  moving  towards  welfare  reform,  even  though  there  will  still 
be  a  lot  of  variety  around  the  country. 

Thank  you. 

Chairman  RoTH.  Thank  you  both  for  your  very  excellent  testi- 
mony. 

Early  on,  I  think,  Dr.  Mead,  you  said  something  about  how  none 
of  us  really  know  for  certain  what  will  work.  If  that  is  the  case, 
why  doesn't  it  make  good  sense  to  let  the  States  experiment? 
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Mr.  Mead.  I  do  not  think  I  said  we  do  not  know  what  works.  I 
said  we  do  not  know  what  will  happen  if  we  cut  eligibility  radically 
or  if  we  time-limited 

Chairman  Roth.  Then  I  misunderstood  you  early  on.  I  thought 


you 

Mr.  Mead.  We  do  know  some  things  that  work.  I  think  what  we 
know  is  that  well-run  employment  programs  of  the  kind  that  Judy 
and  I  are  describing  have  effects.  If  we  were  to  insist  on  a  River- 
side, a  Kenosha-type  model  around  the  country,  which  is  basically 
what  I  would  advocate,  we  would  see  large  effects  on  the  caseload. 
I  do  not  think  we  will  abolish  welfare,  but  we  will  probably  reduce 
the  caseload  significantly,  and  just  as  important,  make  the  experi- 
ence of  being  on  welfare  more  constructive  than  it  now  is.  People 
who  are  on  welfare  would  be  doing  more  to  get  their  lives  together, 
living  in  a  way  that  helps  their  children,  and  so  on  and  so  on. 

Now,  there  is  already  a  lot  of  experimentation  going  on,  and  I 
would  not  be  averse  to  expanding  the  scope  of  it.  I  think  of  the  ear- 
lier discussion  about  limiting  the  permitting  process,  the  waivers 
process,  having  States  given  more  options — that  probably  is  desir- 
able. But  I  do  not  want  to  see  an  abandonment  of  national  stand- 
ards for  the  JOBS  program.  To  allow  the  States  to  run  any  kind 
of  welfare  program  they  want  is  going  to  mean  in  New  York  City 
no  JOBS  program,  and  in  some  other  places  it  might  mean  the  abo- 
lition of  all  aid. 

I  do  not  think  those  extremes  are  acceptable  to  the  American 
public. 

Chairman  ROTH.  I  suspect  some  people  have  not  thought  about 
the  possibility  that  giving  total  flexibility  will  result  in  no  change 
in  some  of  your  urban  areas. 

Mr.  Mead.  There  is  a  contradiction  at  the  core  of  conservatism. 
Do  we  use  power  when  we  possess  it  to  enforce  conservative  values, 
or  do  we  abandon  power  because  we  think  that  it  is  somehow  evil? 
I  think  the  latter  position  is  one  that  dominates  thinking  in  the 
House.  Both  are  evident  in  the  Contract  With  America.  A  lot  of 
people,  a  lot  of  conservatives  still  believe  there  is  something  inher- 
ently liberal,  something  inherently  destructive  in  that  Federal 
power,  and  when  we  get  control  of  Congress,  the  first  thing  we  do 
is  dismantle  Federal  power.  I  think  that  is  a  mistake.  In  fact.  Fed- 
eral power  can  be  used  for  good  purposes.  It  can  be  used  to  enforce 
values  that  are  all  agree  on.  The  two  key  values  to  the  public  are 
helping  the  needy  and  enforcing  good  behavior  fi-om  the  parents. 
We  can  do  something  about  those  two  values.  One  of  them  might 
be  called  liberal,  one  conservative.  It  should  be  the  business  of  na- 
tional welfare  policy  to  safeguard  those  values,  and  then  delegate 
the  administrative  details  to  the  States. 

Chairman  ROTH.  But  obviously  both  of  you.  Dr.  Gueron,  you  feel 
that  replication  of  the  Riverside  program  will  bring  similar  results. 

Ms.  Gueron.  I  do  not  think  we  know  whether  in  tough  urban 
areas  this  can  be  replicated  with  similar  results.  I  do  think  that  it 
is  very,  very  important  to  try.  I  do  not  think  the  techniques  used 
were  exotic  or  the  conditions  were  exotic.  But  the  single-minded- 
ness  and  the  conviction  that  people  knew  what  they  were  about, 
that  they  placed  an  enormous  priority  on  work  programs,  that  they 
were  not  confused  by  conflicting  objectives,  that  they  had  enough 


88 

resources:  This  was  unusual.  The  various  techniques  used  in  River- 
side have  not  been  tried  single-mindedly  in  urban  areas,  and  I 
think  it  is  going  to  be  very  important  to  see  if  they  can  be  as  suc- 
cessful. 

If  they  cannot  and  if  it  turns  out  that  the  inner  city  job  market 
is  a  much  greater  constraint,  we  should  learn  about  that.  That  is 
clearly  what  we  heard  in  a  prior  hearing  we  were  at.  There  is  real 
concern  that  programs  will  be  less  successful  if  there  are  no  jobs. 
But  we  have  not  pushed  up  against  that  yet.  We  have  not  run 
tough  enough  programs  to  know  that  we  have  hit  that  limit,  and 
I  certainly  think  we  should  be  pushing  in  that  direction. 

Chairman  RoTH.  Let  me  ask  you  this  question:  How  do  you  sell 
the  bureaucracy  on  being  tough? 

Ms.  GUERON.  Well,  it  is  interesting.  We  conducted  this  study  in 
California.  When  we  started  working  with  the  State  of  California, 
we  chose  a  bunch  of  counties  that  were  very  diverse,  to  represent 
the  diversity  in  the  State,  and  the  evaluation  over  the  years  has 
turned  out  eight  reports.  Initially,  I  remember  how  annoyed  the 
other  counties  were  to  see  that  Riverside  was  doing  better,  and  we 
used  to  go  to  these  meetings  of  the  county  welfare  directors  asso- 
ciation, and  the  other  counties  would  say  that  their  programs 
would  be  better  off  in  the  long  run  and  just  wait  and  give  them 
time.  And  there  was  a  lot  of  jealousy  and  anger. 

It  is  very  interesting  to  me  now  that  when  we  have  gone  back 
with  a  final  report  that  has  cost  data,  cost/benefit  data,  and  it  is 
very  conclusive  about  the  relative  return  of  different  approach,  that 
other  counties  are  at  this  point,  really  stepping  back  and  saying, 
OK,  we  believe  this  information,  this  is  very  convincing  to  us.  Los- 
Angeles  County  wants  to  see  whether  it  can  run  the  Riverside 
model  and  whether  it  will  get  similar  results.  That  is  very  striking. 

So  I  think  that  hard  information  can  be  convincing,  and  you  need 
to  bring  that  kind  of  information  to  different  administrators,  and 
that  is  certainly  a  Federal  role:  To  collect  information  on  what 
works  and  aggressively  get  it  out  to  the  communities.  There  is  an 
illusion  that  all  States  know  exactly  what  to  do  and  are  very  com- 
petent to  do  it.  That  is  an  illusion.  Some  States  are  way  ahead  of 
the  curve  on  this  issue  and  very  forceful  and  know  what  they 
would  like  to  do.  Others  are  as  confused  as  anybody  else  and  lack- 
ing in  resources  to  find  out. 

So  that  is  a  real  function  that  the  Federal  Government  can  serve. 

Mr.  Mead.  Just  a  comment  on  that.  This  is  a  slight  exaggeration, 
but  not  much:  The  key  is  not  to  have  a  particular  kind  of  JOBS 
program.  It  is  to  have  a  JOBS  program  at  all.  In  many  localities 
particularly  in  the  big  cities,  only  a  minority  of  the  recipients,  even 
the  employables  under  the  current  law,  face  any  serious  require- 
ment to  participate.  It  simply  is  not  implemented. 

In  New  York,  the  program  is  simply  overwhelmed  by  the  sheer 
numbers.  They  have  armies  of  recipients  engaged  in  self-initiated 
education  and  training  who  never  have  to  look  lor  work,  who  never 
have  to  go  to  work.  They  are  burning  up  child-care  money  for  noth- 
ing, for  people  who  really  are  not  ever  going  to  take  a  job  by  this 
route.  At  least  that  is  what  we  have  learned. 

In  Wisconsin,  the  reason  why  they  are  more  successful  is  not 
that  they  are  particularly  tough  about  what  they  expect  of  the  re- 
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cipients,  but  because  they  have  a  real  program,  because  they  really 
make  people  enroll.  They  do  not  allow  them  to  sit  at  home.  They 
enforce  it.  They  go  after  people.  And  in  the  good  counties — and 
even  all  counties  are  good  by  national  standards  in  Wisconsin — you 
cannot  get  away  ft-om  that.  They  are  all  over  the  clients.  They  have 
got  them  pinned  down.  They  have  got  them  assigned  to  do  some- 
thing. Everybody  is  doing  something  worthwhile.  That  is  how  they 
generate  their  results. 

So  to  obtain  a  good  program  primarily  means  simply  getting  up 
the  administrative  force  to  actually  get  participation  from  the  bulk 
of  the  clients  and,  secondarily,  have  them  actually  look  for  work. 

My  conclusion — and  I  know  this  is  unpopular — is  that  you  actu- 
ally have  to  invest  in  the  bureaucracy.  What  you  need  is  more  case 
managers  to  ride  herd  on  the  clients,  to  follow  up.  You  do  not  need 
a  whole  lot  of  new  spending  on  training,  education,  child  care.  All 
those  things  are  frequently  available  in  the  community.  You  do  not 
have  to  have  JOBS  pay  for  those.  There  are  25  other  programs  out 
there  willing  to  provide  various  kinds  of  remediation. 

The  core  JOBS  function  is  to  obtain  actual  work  effort  from  the 
clients.  It  is  not  as  if  clients  are  blocked  by  lack  of  resources.  It  is, 
rather,  that  they  are  hanging  back.  They  do  not  come  forward  to 
exploit  the  resources  that  are  already  available. 

So  the  key  to  JOBS  is  to  construct,  again,  a  regime  that  will  com- 
bine support  services  with  clear-cut  follow-up  of  the  client  by  the 
staff  to  make  sure  that  people  do  what  they  are  supposed  to  do. 

Now,  having  said  that,  you  still  have  25  options  about  how  to  run 
a  JOBS  program.  It  is  not  as  if  that  dictates  a  certain  design. 
There  is  a  lot  of  other  variation  you  can  still  exploit,  but  you  have 
got  to  have  a  real  program,  and  it  has  got  to  actually  enforce  real 
work.  If  you  do  those  things,  then  you  start  to  have  large  effects. 

In  Milwaukee,  where  they  just  reorganized  the  program,  basi- 
cally the  State  said  to  Milwaukee,  You  have  to  get  serious,  you 
have  to  start  actually  having  people  look  for  work  rather  than  all 
of  them  going  into  education  and  training.  The  minute  they  did 
that,  job  placements  jumped  sharply  because  they  got  serious. 

And  they  have  only  begun  to  fight.  Milwaukee  has  only  begun  to 
do  the  things  which  Kenosha  was  doing  5  or  10  ye£irs  ago.  Basically 
what  happened  in  Milwaukee  is  what  has  to  happen  in  other  big 
cities  aU  around  the  country. 

Chairman  RoTH.  Both  of  you,  I  believe,  have  talked  about  per- 
formance measures  for  the  quantity  and  quality  of  the  jobs 
achieved  in  order  to  create  incentives  to  move  recipients  off  of  wel- 
fare. I  have  been  very  much  at  the  forefront — as  a  matter  of  fact, 
my  legislation  was  adopted  last  year  on  what  we  call  the  Grovern- 
ment  performance  and  results.  But  I  would  be  interested  in  hear- 
ing how  you  think  we  proceed  in  establishing  the  administrative 
and  programmatic  standards.  Do  you  believe  outcome  measures 
should  be  established  at  the  Federal  level?  Even  if  we  go  the  route 
of  block  grant,  do  you  believe  that  administrative  standards  for  the 
caseworkers,  for  example,  should  be  estabhshed  at  the  State  or 
Federal  level?  What  processes  would  you  suggest  for  program 
standards  or  outcome  measures? 

It  is  my  understanding  that  we  still  do  not  have  outcome  meas- 
ures for  the  JOBS  program  even  though  the  legislation  was  passed 


90 

several  years  ago.  So  what  are  some  of  the  issues  that  make  the 
estabUshment  of  program  measures  for  welfare  programs  so  dif- 
ficult? 

Ms.  GUERON.  Let  me  make  a  few  comments  on  that.  I  think  this 
is  an  extremely  difficult  issue,  £ind  I  would  approach  this  quite  cau- 
tiously, and  let  me  say  a  few  reasons  why. 

It  is  true  that  when  you  have  strong  standards,  particularly  if 
you  attach  money  to  it  at  the  Federal  level,  you  will  get  what  you 
measure.  You  measure  something;  people  will  produce  it  for  you. 
The  challenge  in  work  programs  for  welfare  recipients  is  that, 
when  people  talk  about  outcome  standards,  they  talk  about  meas- 
uring things  like  people  getting  jobs  or  placement  rates.  But  what 
they  really  want  is  not  people  getting  jobs  or  getting  placed,  but 
people  getting  jobs  who  would  not  have  gotten  jobs  without  the  pro- 
gram. 

If  you  just  count  people  getting  jobs,  plenty  of  people  on  welfare 
get  jobs  all  the  time.  What  you  want  to  reward  is  getting  some  peo- 
ple who  would  not  have  gotten  jobs  into  jobs.  That  is  a  much  hard- 
er thing  to  do.  Often  people  make  an  analogy;  they  think  outcomes 
are  analogous  to  profit  in  the  private  sector.  But  outcomes  are 
analogous  to  gross  revenue.  You  do  not  want  to  reward  a  firm  for 
gross  revenue — they  are  not  analogous  to  your  bottom  line  profit. 

I  think  the  cautions  come  out  in  the  following  four  examples:  To 
get  high  placements,  it  is  much  easier  to  change  whom  you  serve 
and  not  how  you  serve  them.  That  is  what  has  led  to  creaming  in 
the  employment  and  training  system.  That  is  the  easiest  way  to  do 
well  on  outcome  standards. 

Studies  show  no  clear  correlation  between  communities  that  have 
high  outcomes  and  those  that  have  high  impacts.  We  have  had  a 
job  training  system  in  this  country  that  has  been  motivated  by  out- 
come standards:  The  JTPA  system.  It  has  not  done  better  for  wel- 
fare recipients  than  the  JOBS  program.  As  a  matter  of  fact,  the  re- 
cent evaluation  showed  that  it  did  similarly  on  earnings,  but  pro- 
duced no  welfare  savings.  And  it  is  very  hard  to  create  a  level  play- 
ing field  across  States. 

Now,  this  does  not  mean  that  I  do  not  think  that  outcome  stand- 
ards are  effective  as  a  tool  to  motivate  staff.  The  Riverside  program 
that  I  mentioned  used  outcome  standards  at  a  local  level  to  moti- 
vate staff,  but  it  combined  outcome  and  participation  standards  so 
that  staff  could  not  get  away  with  serving  only  volunteers  or  the 
more  employable.  Riverside  used  two  things  that  kind  of  got  staff 
in  a  double  vise.  They  were  striving  for  outcomes  and  placements, 
but  they  also  had  to  account  for  every  person  on  the  caseload. 

I  think  this  is  very  hard  to  do  at  the  Federal  level,  because  we 
do  not  really  have  good  models  of  State  and  local  reaction  to  per- 
formance standards.  So  I  am  sympathetic  to  the  idea  of  outcome 
standards — and  you  hear  it  from  the  States  who  say,  tell  us  what 
you  want  and  get  out  of  our  way.  But  I  think  that  States  say  this 
in  part  because  they  know  that  they  will  figure  out  a  way  to  get 
you  what  you  want,  but  this  way  will  not  necessarily  lead  them  to 
run  better  programs. 

Chairman  RoTH.  Dr.  Mead. 

Mr.  Mead.  I  am  more  optimistic  about  this,  although  I  do  not  dif- 
fer very  much  from  Judy  in  my  practical  conclusions.  The  truth  is 
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that  we  used  to  have  performance  measures  in  welfare  employ- 
ment. Under  the  WIN  program,  the  predecessor  of  JOBS,  there  was 
a  set  of  measures,  and  the  most  important  had  to  do  with  job  en- 
tries per  staff,  job  entry  wage,  retention  rate,  welfare  grant  reduc- 
tions. These  were  all  established  measures  in  the  WIN  program, 
and  States  were  measured  on  those  criteria  every  year.  Then  half 
the  funding  that  they  got  from  Washington  was  based  on  their  rel- 
ative performance  on  those  numbers. 

So  it  is  not  that  we  do  not  know  what  the  chief  measures  would 
be.  I  think  we  do.  The  real  problem  is  the  one  that  Judy  mentions, 
that  it  is  hard  to  establish  a  level  playing  field.  It  might  be  easy 
to  generate  such  results  by  just  serving  the  most  advantaged  cli- 
ents, or  States  that  had  the  best  environment,  the  most  jobs  and 
the  most  placeable  clients,  would  do  better  than  others. 

Now,  I  am  not  so  concerned  about  that,  for  a  couple  reasons. 
First  of  all,  in  the  Riverside  case,  and  other  cases  of  successful  pro- 
grams, we  find  that  the  successful  programs,  even  from  an  impact 
point  of  view,  are  the  ones  that  reject  creaming.  The  effective  pro- 
grams go  after  everybody.  The  Kenosha  message,  the  Riverside 
message,  is  that  everybody  has  to  work,  and  they  try  to  put  every- 
body in  some  meaningful  activity,  hopefully  actual  employment. 
One  reason  that  they  do  that  is  that  they  find  that  they  cannot  pre- 
dict who  can  actually  work,  as  well  as  the  job  market.  So  why  as- 
siune  that  somebody  is  unemployable?  Let's  have  them  all  look  for 
work. 

The  other  reason  I  am  not  concerned  is  that  you  could  easily 
combine  these  output  or  outcome  measures,  like  job  entries  or  job 
entry  wage  or  retention,  in  such  a  way  as  to  create  an  incentive 
to  worry  about  both  job  quantity  and  job  quality.  In  the  WIN  meas- 
ures, the  job  entry  measure  was  a  measure  of  quantity.  The  same 
thing  is  true  for  welfare  grant  reductions  which  are  related  to  how 
many  jobs  you  get.  But  then  they  had  retention  rate  and  job  entry 
wage,  which  were  measures  of  quality.  The  two  aspects  were  care- 
fully balanced  in  the  formula  so  that  you  did  not  really  have  an  in- 
centive just  to  produce  a  lot  of  cheap  jobs.  You  had  to  worry  about 
job  quality  also. 

In  my  testimony  I  recommend  combining  performance  measures 
with  some  tie  to  funding  with  threshold  measures  of  participation. 
A  program  would  be  in  the  kind  of  double  bind  that  you  mentioned, 
where  you  are  saying  you  have  to  have  50  percent  participation  on 
a  monthly  basis,  but  you  also  might  have  to  have  maybe  a  third 
of  the  clients  working  who  are  still  on  welfare,  as  in  Kenosha.  We 
have  those  requirements  for  participation,  and  those  are  manda- 
tory. You  are  not  allowed  to  run  a  small  select  program  aimed  at 
just  a  few  people.  But  then  we  have  performance  measures  that  are 
not  really  mandatory.  You  can  trade  them  off  as  you  wish,  with 
funding  related. 

So  I  think  by  these  methods  one  could  avoid  the  danger  that 
Judy  is  talking  about.  As  a  last  resort — and  they  were  actually 
about  to  do  this  in  WIN  with  the  system  that  was  disestablished 
by  the  Reagan  reforms — you  could  actually  assess  performance  rel- 
ative to  the  environment.  You  can  do  a  controlled  performance  as- 
sessment where  you  look  at  a  State's  expected  performance  relative 
to  its  environment,  relative  to  the  job  conditions  and  the  demo- 


92 

graphics  of  the  dients,  and  then  see  how  JOBS  performs  relative 
to  that.  This  means  the  States  that  have  tougher  conditions  would, 
in  effect,  be  held  to  a  lower  standard  than  a  State  with  better  con- 
ditions. So  you  can  make  it  fair. 

Chairman  ROTH.  Well,  I  wish  time  permitted  us  to  continue.  I  do 
not  know  about  you,  but  I  am  hungry.  [Laughter.] 

I  want  to  express  again  my  thanks  and  appreciation  to  both  of 
you  for  being  here.  We  look  forward  to  perhaps  continuing  this  con- 
versation at  a  later  time. 

Thank  you  very  much.  It  has  been  very  helpful. 

[Wtiereupon,  at  2:26  p.m.,  the  Committee  was  adjourned.] 
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U.S.  Senate, 
Committee  on  Governmental  Affairs, 

Washington,  DC. 

The  Committee  met,  pursuant  to  notice,  at  9:30  a.m.,  in  room 
SD-342,  Dirksen  Senate  Office  Building,  Hon.  William  V.  Roth,  Jr., 
Chairman  of  the  Committee,  presiding. 

Present:  Senators  Roth,  Cohen,  and  Glenn. 

Chairman  ROTH.  The  Committee  will  please  be  in  order.  My  col- 
league, Senator  Cohen,  has  a  conflict,  so  I  am  going  to  ask  him  to 
make  any  preliminary  remarks  from  the  beginning. 

OPENING  STATEMENT  OF  SENATOR  COHEN 

Senator  Cohen.  Well,  thank  you  very  much,  Mr.  Chairman.  It 
seems  that  we  are  always  in  a  conflict  situation  with  the  Senate 
schedule,  but  I  appreciate  your  yielding  to  me,  and  I  know  that 
Senator  Glenn  has  a  similar  meeting  to  attend  shortly,  but  I  will 
try  to  return. 

Mr.  Chairman,  I  want  to  thank  you,  first  of  all,  for  holding  to- 
day's hearing  to  examine  how  the  Government  can  improve  effi- 
ciency and  reduce  costs  through  automation.  The  Government  cur- 
rently spends  some  $25  billion  a  year  on  information  technology, 
and  yet  much  of  it  is  wasted  because  we  don't  look  for  ways  to  im- 
prove the  way  in  which  Government  does  business  before  we  spend 
the  taxpayer's  dollars. 

In  fact,  Federal  agencies  spend  money  to  automate  for  the  sake 
of  automation  without  ever  clearly  articulating  what  they  expect  to 
gain  from  the  automation  or  how  they  are  going  to  measure  the  re- 
turn on  the  information  technology  investments. 

Information  technology  offers  the  Federal  Government  the  poten- 
tial for  truly  revolutionary  change.  I  use  that  word  with  all  due 
deference  to  the  Speaker  in  terms  of  "revolutionary  change."  Tak- 
ing advantage  of  advances  in  technology  can  remake  how  the  Gov- 
ernment does  business,  but  thus  far  the  Government  is  not  poised 
to  take  advantage  of  the  wealth  of  opportunity  offered  through  ef- 
fective automation. 

We  must  be  clear  that  future  expenditures  on  information  tech- 
nology will  maximize  efficiency,  and  to  do  this  we  have  to  first  look 
at  ways  to  improve  the  Government's  business  practices  before 
spending  the  money  on  the  new  technology  because  unless  we 
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change  the  processes,  we  cannot  invest  wisely  in  the  tools  needed 
to  realize  significant  savings  to  the  taxpayer. 

It  was  with  the  capturing  of  these  savings  that  I  first  began  look- 
ing at  how  the  Federal  Government  uses  and  purchases  informa- 
tion technology,  and  last  October  I  released  a  report  on  computer 
purchases  in  the  Government  which,  to  say  the  least,  found  much 
room  for  improvement. 

The  computer  chaos  report,  copies  of  which  have  been  distributed 
to  the  press — and  for  other  members  of  the  audience  who  care  to 
get  copies,  we  will  see  that  you  get  them — outlined  a  litany  of  Gov- 
ernment failures  to  effectively  automate,  including  problems  with 
the  FAA's  advanced  automation  system,  the  IRS'  tax  system  mod- 
ernization, the  DOD's  Corporate  Information  Management  system. 

Federal  computer  purchases  have  been  plagued  by  inadequate 
planning,  oversight,  and  a  procurement  system  that  focuses  on 
process  rather  than  results.  As  I  mention  in  this  report,  informa- 
tion technology  offers  an  organization  tremendous  potential  for 
greater  efficiencies,  but  also  the  delusion  of  improvements  if  exist- 
ing business  practices  are  not  changed. 

Unfortunately,  the  Government's  processes  are  archaic  and  they 
are  designed  for  the  industrial  age.  We  have  a  terrific  system  de- 
signed for  the  1930's.  When  it  became  time  to  automate  the  New 
Deal  programs  of  1960's,  we  simply  automated  existing  processes, 
and  we  have  been  doing  so  ever  since. 

A  World  War  II  veteran  could  take  a  trip  with  today's  Defense 
Department,  fill  out  his  travel  voucher,  and  feel  that  very  little  has 
changed  over  the  past  50  years.  This  is  why  I  initiated  a  GAO 
study  which  I  hope  Mr.  Bowsher  is  going  to  issue  within  the  next 
few  weeks  that  should  identify  billions  of  dollars  in  savings  in 
adapting  information-age  travel  procedures  used  by  top  corpora- 
tions in  this  country,  rather  than  the  industrial  age  policies  now 
used  by  the  DOD. 

I  don't  think  we  can  repeat  it  often  enough  that  we  cannot  auto- 
mate existing  processes  and  expect  to  realize  the  real  potential  of 
automation.  Just  bu3ring  computers  is  not  enough.  The  real  savings 
are  going  to  be  derived  fi-om  changes  in  the  process  before  we  auto- 
mate. 

So  to  achieve  these  savings,  we  have  to  carefully  scrutinize  what 
the  Government  should  be  doing  and  make  a  determination  wheth- 
er that  function  should  be  privatized,  contracted  out,  shifted  to  the 
State  level,  or  performed  at  the  Federal  level.  Of  those  inherently 
Federal  missions,  we  have  to  look  at  existing  processes  and  stream- 
line and  reengineer  them.  Finally,  after  we  have  successfully  per- 
formed business  process  reengineering  studies,  we  should  apply  the 
tools  of  the  information  age  to  capture  those  savings  through  the 
improvement  process. 

The  Federal  Government  has  yet  to  realize  this  promise  of  tech- 
nology. Agencies  have  become  used  to  receiving  their  budget  and 
not  being  held  accountable.  In  frustration,  we  in  Congress  are  ac- 
customed to  passing  law  after  law,  adding  layer  upon  layer  of  re- 
view, driving  the  need  for  new  regulation  upon  new  regulation.  So 
innovation  and  change  are  not  rewarded;  in  fact,  they  are  penal- 
ized. 
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So  we  have  to  break  this  cycle  and  encourage  innovation  and  en- 
trepreneurial behavior,  and  it  is  not  going  to  be  an  easy  path.  As 
Peter  Drucker  stated  recently,  "All  service  institutions  are  threat- 
ened by  the  tendency  to  cling  to  yesterday  and  tend  to  put  their 
best  and  ablest  people  defending  what  no  longer  makes  sense  or 
serves  a  purpose.  Government  is  particularly  prone  to  this  disease." 

That  statement  by  Peter  Drucker  reminded  me  of  something  that 
was  said  many  years  ago  by  Justice  Oliver  Wendell  Holmes,  Jr.  He 
said,  "It  is  revolting  to  have  no  better  reason  for  a  rule  of  law  than 
the  fact  that  it  was  laid  down  at  the  time  of  Henry  IV."  He  said, 
"More  revolting  is  the  fact  that  the  grounds  for  the  rule  have  long 
since  vanished  and  the  rule  persists  out  of  the  blind  imitation  of 
the  past." 

It  seems  to  me  that  we  have  been  engaged  in  the  blind  imitation 
of  the  past,  and  so  it  is  my  hope,  Mr.  Chairman,  that  this  hearing 
will  be  the  first  of  many  in  which  we  will  try  to  find  a  cure  for  the 
ailment.  I,  of  course,  look  forward  to  working  with  you  and  Senator 
Glenn  and  others,  including  our  colleagues  from  the  House,  to  fash- 
ion a  system  that  is  going  to  ensure  that  the  Government  can  effi- 
ciently and  effectively  use  information  technology  to  "reinvent  it- 
self." 

Thank  you  for  your  indulgence. 

OPENING  STATEMENT  OF  CHAIRMAN  ROTH,  JR. 

Chairman  Roth.  Thank  you.  Senator  Cohen. 

Toda/s  hearing  is,  of  course,  the  second  in  a  series  on  reinvent- 
ing Government.  We  will  explore  the  opportunities  for  improving 
Government  performance,  while  lowering  costs.  Many  of  todays  op- 
portunities in  this  regard  were  not  even  available  a  decade  ago. 

This  hearing  will  focus  on  the  Federal  Government's  use  of  man- 
agement and  information  technology  innovation.  GAO's  report  enti- 
tled "Improving  Mission  Performance  Through  Strategic  Informa- 
tion Management  and  Technology"  notes  that  Federal  agencies 
have  not  kept  pace  with  evolving  management  practices  and  infor- 
mation technology. 

More  recently,  the  GAO  reported  to  me  that  Federal  managers 
do  not  have  the  essential  information  to  do  their  jobs,  despite  the 
fact  that  we  have  invested  more  than  $200  billion  over  the  last  12 
years  on  computers.  The  problem  is  that  far  too  often  agencies  buy 
computers  just  to  have  one  on  each  person's  desk. 

For  example,  GAO  found  that  the  Social  Security  Administration 
is  buying  90,000  computers  and  spending  $5  to  $10  billion  that 
may  not  be  needed.  Some  of  the  agencies  are  buying  computers  like 
a  junk  food  junkie  buys  bacon  double  cheeseburgers  and  candy 
bars.  There  is  lots  of  fat  and  sugar,  but  little  healthy  substance. 

There  is  a  more  subtle  issue  here  that  needs  to  be  highlighted. 
It  is  not  enough  to  buy  computer  capacity.  You  can't  put  a  jet  en- 
gine on  a  train  and  expect  it  to  fly.  Modern  organizational  struc- 
tures and  management  processes  are  required  before  computers 
can  yield  meaningful  cost  savings  and  capability  improvements. 

If  Government  does  not  make  the  necessary  structural  and  proc- 
ess changes,  then  the  $25  billion  annual  spending  on  computers 
will  be  for  naught.  All  we  will  have  achieved  is  inserting  1990's 
technology  into  a  1960's  organization.  I  think  Senator  Cohen  said 
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1930  and  that  is  probably  more  accurate.  We  will  have  several  hun- 
dred billion  dollars  of  new  computers,  but  no  corresponding  in- 
crease in  capacity. 

Today,  we  will  have  four  distinguished  witnesses.  I  have  asked 
them  to  elaborate  on  opportunities  for  efficiency  and  effectiveness 
in  the  Government's  management  of  information.  In  particular,  I 
have  asked  that  they  identify  high-payoff  opportunities  that  can 
achieve  significant  improvement  in  productivity,  cost  savings,  and 
timeliness.  I  have  also  asked  the  witnesses  to  elaborate  on  lessons 
learned  that  will  ease  the  implementation  of  needed  reforms. 

These  lessons  should  include  human  resource  management  is- 
sues, procurement,  capital  investment  issues,  and  organizational  is- 
sues. 

I  will  not  read  my  entire  statement,  but,  without  objection,  will 
include  it  as  if  read,  and  will  do  the  same  for  all  Members  of  the 
Committee. 

[The  prepared  statement  of  Chairman  Roth,  Jr.  follows:] 

PREPARED  STATEMENT  OF  SENATOR  ROTH,  JR. 

$200  BILLION  LATER:  IS  THE  GOV'T  ANY  MORE  EFFICIENT? 

Committee  Examines  How  Fed  Gov't  Can  Better  Use  Technology 

WASHINGTON— The  following  is  the  opening  statement  of  Senator  William  V. 
Roth,  Jr.,  Chairman  of  the  Governmental  Affairs  Committee,  at  Thursday's  Commit- 
tee hearing  on  Information  Management  Systems  in  the  Federal  Government.  The 
hearing  is  the  second  in  a  series  of  hearings  that  the  Committee  is  holding  to  help 
develop  and  evaluate  options  for  improving  the  effectiveness  and  efficiency  of  the 
Federal  Government.  Roth's  statement  follows: 

The  American  taxpayers  continue  to  send  a  clear  message  to  Washington.  They 
want  a  smaller  Federal  Government  that  operates  within  budget,  while  providing 
better  service.  Accordingly,  the  Balanced  Budget  Amendment  passed  the  House  of 
Representatives  last  week  by  a  large  bi-partisan  vote.  Now,  for  the  first  time  in  a 
long  time,  a  majority  of  Members  of  Congress  are  committed  to  zeroing  the  deficit 
7  years  from  now. 

Make  no  mistake  about  it,  achieving  a  balanced  budget  will  require  a  substantial 
restructuring  of  the  Federal  Government.  While  some  may  consider  this  a  prelude 
to  pain,  I  believe  that  it  is  a  unique  opportunity  to  adapt  the  government  for  the 
21st  century  needs  of  the  American  public.  The  decisions  facing  Congress  go  beyond 
the  mathematics  associated  with  the  budget  process.  Selling-off  assets  or  across  the 
board  personnel  cuts  could  lead  to  a  poorer  performing,  less  efficient  government. 
Moving  around  a  few  blocks  or  cutting  a  few  programs  does  not  yield  the  magnitude 
of  changes  needed.  Rather,  Congress  must  fundamentally  redesign  the  way  the  Ex- 
ecutive Branch  operates. 

American  society  is  changing.  Bold  changes  are  needed  to  make  government 
adapt.  The  Federal  Government  is  still  organized  for  the  industrial  era,  while  every- 
where we  look  America  has  moved  into  the  information  age.  The  information  age 
has  raised  the  public's  expectations  for  service,  in  terms  of  quality,  efficiency,  and 
responsiveness.  They  expect  answers  in  hours  or  days,  not  months.  Globally  com- 
petitive companies  have  increased  output  several  fold,  while  cutting  costs.  In  con- 
trast, the  Federal  Government's  costs  have  increased  several  fold,  while  few  agendas 
could  claim  to  be  doing  a  better  job. 

As  Chairman  of  the  Governmental  Affairs  Committee,  I  am  developing  a  com- 
prehensive Blueprint  for  Reform  that  will  rightsize  the  Federal  Government  to  meet 
the  requirements  of  the  Balanced  Budget  Amendment  and  the  needs  of  21st  century 
America.  The  Committee  currently  is  developing  and  evaluating  options  for  improv- 
ing the  effectiveness  and  efficiency  of  the  Federal  Government. 

First,  our  efforts  will  address  which  functions  should  be  performed  at  the  Federal 
level  and  which  should  be  handed-over  to  State  and  local  governments  or  privatized. 

Second,  our  efforts  will  address  the  organization  of  the  Executive  Branch,  includ- 
ing the  role  of  central  management  in  ensuring  accountability  and  effectiveness. 

Third,  whether  the  product  is  legislation;  a  Commission,  or  some  other  vehicle, 
our  efforts  will  address  the  capacity  of  government  agencies  to  perform  missions  at 
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levels  of  service  and  efficiency  that  Americans  deserve  and  expect.  They  will  identify 
what  needs  to  be  done  so  that  agencies  produce  results,  rather  than  just  process 
paper. 

Today's  hearing  is  the  second  in  a  series  on  reinventing  government.  We  will  ex- 
plore the  opportunities  for  improving  government  performance  while  lowering  costs. 
Many  of  the  today's  opportunities  in  this  regard  were  unavailable  even  a  decade 
ago. 

This  hearing  will  focus  on  the  Federal  Government's  use  of  management  and  in- 
formation technology  innovations.  We  will  explore  ways  to  shift  the  government 
from  merely  buying  technology  to  using  technology  to  revolutionize  its  management 
practices.  GAO's  report  entitled  "Improving  Mission  Performance  Through  Strategic 
Information  Management  and  Technology"  notes  that  Federal  agencies  have  not 
kept  pace  with  evolving  management  practices  and  information  technology.  More  re- 
cently, the  GAO  reported  to  me  that  Federal  managers  do  not  have  the  essential 
information  needed  to  do  their  jobs,  despite  investing  more  than  $200  billion  over 
the  last  12  years  on  computers.  The  problem  is  that  far  too  often,  agencies  buy  com- 
puters just  to  have  one  on  each  person's  desk.  For  example,  the  GAO  found  that 
the  Social  Security  Administration  is  buying  90,000  computers  and  spending  $5  bil- 
lion to  $10  billion  that  "may  not  be  needed."  The  agencies  are  buying  computers  like 
a  junk  food  junkie  buys  bacon  double  cheese  burgers  and  candy  bars.  There's  lots 
of  fat  and  sugar,  but  little  healthy  substance. 

There  is  a  more  subtle  issue  here  that  needs  to  be  highlighted — it  is  not  enough 
to  buy  computing  capacity.  You  can't  put  a  jet  engine  on  a  train  and  expect  it  to 
fly.  Modern  organizational  structures  and  management  processes  are  required  be- 
fore computers  can  yield  meaningful  cost  savings  and  capability  improvements.  If 
government  does  not  make  the  necessary  structural  and  process  changes,  then  the 
$25  billion  annual  spending  on  computers  will  be  for  naught.  All  we  will  have 
achieved  is  inserting  1990's  technology  into  a  1960's  organization.  We  will  have  sev- 
eral hundred  billion  dollars  of  new  computers  but  no  corresponding  increase  in  capa- 
bihty. 

We  have  four  distinguished  witnesses.  The  Comptroller  General  has  worked  with- 
in the  Executive  Branch,  the  private  sector,  and,  for  over  a  decade,  with  the  Con- 
gress in  evaluating  the  efficiency  and  effectiveness  of  management  practices.  The 
Comptroller  has  brought  impressive  expertise  into  GAO  to  evaluate  the  govern- 
ment's use  of  information  technology.  Mr.  George  Newstrom,  a  corporate  vice  presi- 
dent of  EDS  Incorporated,  has  been  involved  in  numerous  efforts  around  the  globe 
using  modern  technology  to  achieve  significant  improvements  in  both  business  and 
government  practices.  Our  witnesses  from  the  Defense  Department  (Ms.  Cynthia 
Kendall)  and  the  Health  Care  Financing  Administration  (Mr.  Gary  Kavanagh)  have 
experienced  both  success  and  failure  in  applying  modem  information  technology  to 
their  agencies. 

I  have  asked  the  witnesses  to  elaborate  on  opportunities  for  efficiency  and  effec- 
tiveness in  the  government's  management  of  information.  In  particular,  I  have 
asked  that  they  identify  high  payoff  opportunities  that  can  achieve  significant  im- 
provements in  productivity,  cost  savings,  effectiveness  and  accountability.  I  have 
also  asked  the  witnesses  to  elaborate  on  lessons  learned  that  will  ease  the  imple- 
mentation of  needed  reforms.  These  lessons  should  include  human  resource  manage- 
ment issues,  procurement  issues,  capital  investment  issues,  and  organizational  is- 
sues." 

Chairman  ROTH.  Senator  Glenn. 

OPENING  STATEMENT  OF  SENATOR  GLENN 

Senator  GLENN.  Thank  you,  Mr.  Chairman.  Oversight  of  the 
management  and  effectiveness  of  Federal  information  activities  is 
a  critically  important  part  of  our  job  as  the  Governmental  Affairs 
Committee.  It  has  been  a  priority  for  some  time  and  I  am  very  glad 
that  Senator  Roth  is  continuing  this  emphasis  because  nothing 
could  be  more  important  for  the  activities  of  this  Committee. 

Yesterday,  the  Committee  took  the  important  step  of  reporting 
out  legislation  to  reauthorize  the  Paperwork  Reduction  Act.  That 
bill  deals  with  several  elements  of  the  information  management 
equation,  paperwork  reduction,  and  information  resources  manage- 
ment. 
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Like  any  bill,  it  is  not  the  final  word  on  the  subject.  I  know  that 
several  Members  of  the  Committee  want  to  take  a  fresh  look  at  a 
broad  array  of  information  management  issues,  and  I  look  forward 
to  working  with  them.  I  look  forward  to  getting  into  that  even  more 
than  we  have  in  the  past. 

Today's  hearing  is  really  the  first  step  down  that  road,  looking 
at  efforts  of  agencies  to  reevaluate  and  modernize  their  information 
technology  operations.  We  certainly  have  much  to  do.  Over  the  last 
several  years,  we  have  been  concerned  about  such  things  as  con- 
solidation and  modernization  of  financial  systems  in  DFAS,  the  De- 
fense Finance  and  Accounting  Service.  We  made  a  lot  of  progress 
in  that  area,  and  GAO  has  been  able  to  tell  us  where  they  were 
doing  good  work,  where  they  were  not,  give  advice  on  that,  and  we 
are  talking  about  billions  of  dollars  in  savings  potential  over  there. 

Another  one  is  improving  effectiveness  of  the  DLA,  Defense  Lo- 
gistics Agency,  information  system,  and  that  gets  into  inventory 
management.  This  Committee  has  had  hearing  after  hearing  after 
hearing  on  just  unbelievable  situations  on  inventory  management 
where  people  are  just  buying  and  buying  and  buying  because  on 
their  watch  they  are  not  going  to  get  caught  short  not  buying  what- 
ever the  issue  is  over  at  the  Defense  Department,  with  warehouses 
full  of  the  same  thing  that  they  are  buying  more  of  because  we 
don't  know  what  the  inventory  is. 

DOD's  Corporate  Information  Management  system,  the  CIM  ini- 
tiative, is  having  problems  getting  off  the  ground.  There  are  plan- 
ning and  funding  problems  with  the  IRS'  tax  system  modernization 
that  this  Committee  has  followed  for  years  and  years  and  years. 
We  think  that  Ms.  Richardson  over  there  really  finally  has  a  han- 
dle on  this  and  is  moving  forward.  So,  that  is  another  area  of  infor- 
mation management.  We  also  have  the  Customs  Service  system  im- 
provement efforts. 

These  and  other  projects  show  both  the  importance  of  system  re- 
design and  the  dollars  to  be  lost  through  poorly-thought-out  and 
supervised  projects.  It  is  time  that  Executive  Branch  agencies  get 
it  right  the  first  time  instead  of  having  to  always  correct  systems. 
So  I  hope  that  this  hearing  will  bring  about  this  result  and  ensure 
wise  expenditure  of  tax  dollsirs  and  improve  service  delivery  to  the 
public. 

Let  me  just  add  that  in  the  Committee's  oversight  of  these  and 
other  information  management  initiatives,  we  have  always  bene- 
fitted from  what  I  have  viewed  through  my  chairmanship  and 
through  all  the  time  I  have  been  in  the  Senate  as  the  invaluable 
aid  of  GAO,  the  General  Accounting  Office.  I  am  very  happy  once 
again  to  see  Comptroller  General  Bowsher  before  the  Committee. 
We  certainly  look  forward  to  hearing  his  counsel. 

I  want  to  add  a  couple  of  words  about  GAO,  and  I  am  not  doing 
this  just  because  he  happens  to  be  present  this  morning.  There  has 
been  a  proposal  we  have  heard  about  that  would  cut  GAO  funding 
by  another  25  percent.  I  don't  know  the  validity  of  that,  but  if  that 
is  to  go  through,  I  think  that  would  be  a  drastic  mistake. 

As  I  recall  some  of  our  past  conversations,  I  think  GAO  started 
back  about  3  or  4  years  ago  making  some  cuts,  downsizing  some- 
what, and  I  think  they  have  already  made  cuts  of  like  12  to  15  per- 
cent.  If  those  were  incorporated  in  the  25  percent,   maybe  this 
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whole  thing  will  get  manageable,  but  if  they  are  to  take  another 
25  percent,  then  I  think  we  are  cutting  off  our  nose  to  spite  our 
face  in  cutting  GAO. 

We  need  our  own  information  here  on  the  Hill.  Information  man- 
agement that  flows  to  these  committees  and  flows  to  every  Senator 
is  critical.  We  are  management.  Whether  we  like  it  or  not,  we  are 
management,  and  we  need  the  information  and  we  need  the  tools 
to  manage  properly  and  we  can't  do  it  if  we  are  cutting  back  on 
our  own  sources  of  information  that  have  proven  invaluable  to  us 
through  the  years. 

If  we  reduce  the  GAO  effectiveness,  then  what  do  we  do?  We 
have  less  information  on  the  $264  billion  Defense  expenditures, 
less  ability  to  look  into  those.  We  have  less  audits  under  CFO.  We 
are  just  getting  the  Chief  Financial  Oflicers  Act  underway  and 
going,  and  because  of  GAO  limitations  of  size  over  there,  we  could 
only  do  three  audits  the  first  year  the  CFO  was  in  effect.  We  would 
like  to  be  doing  it  clear  across  Government. 

The  CFO  Act  required  for  the  first  time  in  history  that  every 
agency  be  required  to  do  an  audit  at  the  end  of  every  year.  How 
basic  and  fundamental.  Yet,  it  has  never  been  required  until  1990 
when  we  passed  that  Act,  and  GAO  is  to  do  those  audits.  So  I  think 
it  would  be  a  mistake  to  cut  back  in  that  area,  too. 

We  would  have  fewer  evaluations  of  the  $25  billion  expenditure 
on  information  technology,  fewer  analyses  of  where  it  is  working 
and  where  it  is  not  working.  We  would  have  less  analysis  on  the 
high-risk  list  that  we  put  together,  with  one  estimate  coming  from 
GAO  and  one  coming  from  0MB,  back  years  ago.  That  has  proven 
very  valuable  in  keeping  pressure  on  committees  to  do  what  has  to 
be  done. 

I  know  that  the  Chairman  is  very  interested  in  the  Government 
Performance  and  Results  Act  evaluations.  If  we  cut  back  much  on 
GAO,  we  are  not  going  to  be  able  to  do  those.  I  know  that  the 
Chairman  has  also  asked  for  an  across-the-board  look  at  all  Gov- 
ernment for  effectiveness  and  efficiency,  and  that  has  to  go  forward 
and  GAO  is  going  to  do  that. 

We  would  have  less  information  on  nuclear  cleanup.  Actually,  the 
information  developed  by  GAO  through  the  years  is  what  led  to  our 
whole  step-by-step  process  since  1985  of  what  has  happened  under 
the  nuclear  cleanup  that  we  need  to  do  that  is  now  estimated  to 
be  a  20-  to  30-year  program  and  cost  somewhere  around  $300  bil- 
lion. So  we  need  to  oversee  all  of  that. 

I  don't  want  to  give  any  longer  speech.  That  is  long  enough  al- 
ready, but  GAO  gets  into  more  efficient,  cost-effective  Government. 
They  are  in  there  rooting  out  waste,  fraud,  abuse,  and  mismanage- 
ment, helping  target  reductions  necessary  for  a  balanced  budget.  I 
can't  think  of  a  better  group  to  help  us  downsize  Government  and 
how  that  is  going  to  be  accomplished,  overseeing  information  man- 
agement and  accountability,  and  helping  Congress  develop  trends 
that  may  have  very  major  fiscal  and  budgetary  consequences  for 
the  future  for  this  country. 

I  was  thinking  this  morning  when  I  was  reading  through  my 
opening  statement  here — I  just  hope  that  this  25-percent  additional 
cut  to  GAO  is  not  true.  I  hope  we  can  manage  that  more  properly. 
I  realize  some  of  the  criticisms  of  GAO,  that  they  have  tended  to 
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get  into  policy  sometimes  when  some  people  here  on  the  Hill 
thought  there  wasn't  any  business  volunteering  things  as  far  as 
policy  goes,  or  giving  unrequested  advice  sometimes  in  certain 
areas.  But  those  are  areas  I  think  we  can  talk  about  and  certainly 
manage  in  a  different  way,  but  to  cut  back  by  another  one-fourth, 
I  think,  would  be  a  drastic,  drastic  mistake. 

So  I  wanted  to  add  that,  Mr.  Chairman,  while  the  comptroller 
was  here  this  morning  because  I  think  it  is  very  important.  I  think 
they  perform  just  a  tremendously  valuable  function  for  us  in  our 
information  flow,  what  we  need  to  do  to  manage  here,  and  I  just 
hope  that  these  are  rumors  only  and  that  those  cuts  do  not  go 
through  at  GAO.  I  think  that  would  be  a  big  mistake. 

Just  one  additional  thing.  GAO  started  in  1992  to  downsize.  I 
didn't  mention  this.  They  had  5,325  employees  then.  As  of  last  fall, 
they  had  4,700.  In  1995,  they  are  going  down  to  3,975  on  their  own. 
They  have  already  planned  that  because  they  are  putting  better 
technology  in.  They  can  do  the  job,  they  feel,  with  that,  but  if  we 
put  another  25-percent  cut  on  top  of  that,  we  are  going  to  do  a 
great  disservice  to  the  Congress  here  and  to  our  ability  to  manage. 

Thank  you. 

Chairman  Roth.  Well,  I  would  just  say  to  my  distinguished  col- 
league that  I  thought  with  modern  information  technology,  GAO 
probably  could  do  their  mission  with  10  percent. 

Senator  Glenn.  You  mean  a  10-percent  cut  or  10  percent  of  the 
people  they  have? 

Chairman  ROTH.  Ten  percent  of  the  people  they  have. 

Senator  Glenn.  I  disagree.  [Laughter.] 

Chairman  RoTH.  Seriously,  we  all  agree  with  what  you  said,  Mr. 
Chairman — former  Mr.  Chairman. 

Senator  Glenn.  I  like  that.  That  has  a  nice  ring  to  it.  [Laughter.] 

Chairman  Roth.  I  am  trying  to  get  used  to  it.  It  is  quite  a 
change  from  our  point  of  view. 

Senator  Glenn.  From  ours,  too,  I  can  guarantee  you.  [Laughter.] 

Chairman  RoTH.  I  have  noticed. 

Seriously,  there  is  no  question  that  GAO  plays  a  very  important 
role  and  will  continue  to  play  a  major  role  as  we  proceed  with  re- 
inventing Government,  or  whatever  we  are  going  to  call  it.  As  you 
know,  a  study  has  been  made  of  its  operations  and  we  do,  of  course, 
hope  some  time  in  the  near  future  to  schedule  a  session  on  GAO. 

I  do  congratulate  GAO  and  the  fact  that  in  the  past  they  have 
downsized  on  their  own  initiative.  I  think  those  that  are  criticizing 
others  have  to  set  an  example,  and  this  is  an  extraordinarily  im- 
portant innovation  if  we  are  going  to  really  bring  Government  into 
the  21st  century. 

I  don't  think  I  have  to  introduce  you,  General  Bowsher.  You  are 
well-known.  You  are  here  often,  and  we  look  forward  to  your  testi- 
mony today.  I  would  appreciate  it  if  you  would  introduce  those 
alongside  you. 
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TESTIMONY  OF  CHARLES  A.  BOWSHER,i  COMPTROLLER  GEN- 
ERAL OF  THE  UNITED  STATES,  U.S.  GENERAL  ACCOUNTING 
OFFICE;  ACCOMPANIED  BY  GENE  L.  DODARO,  ASSISTANT 
COMPTROLLER  GENERAL,  ACCOUNTING  AND  INFORMATION 
DIVISION,  U.S.  GENERAL  ACCOUNTING  OFFICE,  AND  CHRIS- 
TOPHER W.  HOENIG,  DIRECTOR,  INFORMATION  POLICIES 
AND  ISSUES  GROUP,  U.S.  GENERAL  ACCOUNTING  OFFICE 

Mr.  BOWSHER.  Thank  you  very  much,  Mr.  Chairman  and  Senator 
Glenn.  I  want  to  thank  both  of  you  for  the  words  of  support. 

Joining  today,  on  my  left,  is  Gene  Dodaro,  the  Assistant  Comp- 
troller General  for  our  Accounting  and  Information  Division,  and 
on  my  right  is  Chris  Hoenig,  who  is  the  Director  of  our  Information 
Policies  and  Issues  Group.  Behind  me  is  our  senior  technology 
group — Jack  Brock,  Hazel  Edwards,  Joel  Willemssen,  Frank  Reilly, 
and  Dr.  Rona  Stillman. 

Chairman  ROTH.  Could  they  all  rise  so  we  could  just  see  them? 

[The  aforementioned  persons  stood.] 

Chairman  ROTH.  Thank  you.  We  appreciate  your  being  here. 

Mr.  BowSHER.  Mr.  Chairman  and  Senator  Glenn,  enormous 
budget  pressures  and  widespread  dissatisfaction  with  the  Govern- 
ment's performance  have  heightened  the  urgency  to  reform  and 
modernize  the  operations  of  the  various  Federal  agencies.  However, 
agencies  are  encountering  tremendous  problems  in  attempting  to 
take  advantage  of  information  technology  to  improve  Government 
and  to  cuts  costs. 

Meanwhile,  the  American  people  are  becoming  increasingly  frus- 
trated with  business  as  usual,  and  they  do  want  a  smaller,  more 
responsive  Government  that  can  live  within  its  means  and  better 
ensure  accountability  for  achieving  real  results. 

Unfortunately,  as  has  already  been  pointed  out,  the  Federal  sec- 
tor lags  far  behind  leading  organizations  that  have  successfully 
used  information  technology  to  cut  costs,  to  streamline  operations, 
and  to  enhance  service  levels.  After  having  spent  over  $200  billion 
on  information  systems  over  the  past  12  years,  our  national  Grov- 
ernment  is  in  some  ways  in  the  worst  possible  situation.  It  is  in- 
vesting heavily  in  costly  information  projects  that  often  fail  to 
produce  dramatic  service  improvements  or  significant  reductions  in 
personnel  and  administrative  costs. 

My  detailed  statement  for  the  record  describes  examples  of  var- 
ious system  development  problems  that  go  throughout  all  aspects 
of  Government  operations  in  such  key  agencies  as  the  FAA,  the 
IRS,  Defense,  Agriculture,  Veterans  Affairs,  and  the  Social  Security 
Administration.  These  problems  are  not  only  costly,  but  are  inhibit- 
ing these  agencies'  ability  to  perform  effectively  and  provide  effi- 
cient service  to  the  public. 

Moreover,  the  Congress  and  the  Federal  managers  remain  infor- 
mation-poor, severely  lacking  reliable  data  to  measure  the  costs 
and  results  of  agency  operations.  The  Federal  Government  is  still 
a  long  way  from  achieving  the  most  basic  financial  accountability 
to  the  public. 

For  example,  due  to  poor  financial  systems,  we  were  unable  to 
express  financial  audit  opinions  for  5  major  agencies — the  IRS,  the 


1  The  prepared  statement  of  Mr.  Bowsher  appears  on  page  299. 
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U.S.  Customs  Service,  the  Army,  the  Air  Force,  and  Education's 
student  loan  program.  These  agencies  account  for  virtually  all  of 
the  Government's  $1.3  trilhon  in  revenues  and  a  substantial  por- 
tion of  assets  and  expenditures. 

Mr.  Chairman,  I  know  you  and  other  Members  of  the  Committee 
are  deeply  concerned  about  solving  these  persistent  problems.  The 
legislation  supported  by  this  Committee  has  laid  a  solid  foundation 
for  reforming  Federal  management  practices.  This  includes  the 
Chief  Financial  Officers  Act  of  1990,  the  Government  Performance 
and  Results  Act  of  1993,  and  the  Federal  Acquisition  Streamlining 
Act  and  Government  Management  Reform  Act  of  1994. 

Successful  implementation  of  these  legislative  initiatives,  how- 
ever, hinges  greatly  on  bringing  our  national  Government  into  the 
information  technology  age.  Federal  agencies  must  close  the  large 
and  widening  gap  between  the  public's  expectation  for  efficient  and 
service  and  the  Government's  performance,  a  gap  that  is  undermin- 
ing the  effectiveness  and  credibiUty  of  our  Government  institutions. 

More  and  more,  the  American  people  are  enjoying  the  everyday 
benefits  of  technology-driven  service  improvements  in  the  private 
sector,  such  as  24-hour,  one-stop  customer  service  numbers,  auto- 
mated bank  tellers,  overnight  package  delivery,  and  telephone 
credit  card  pa)niient.  Americans  are  perplexed  by  their  Govern- 
ment's seeming  inabihty  to  achieve  similar  improvements. 

Significant  Federal  innovations  to  improve  public  convenience 
have  simply  been  too  few  and  far  between,  and  when  innovations 
are  attempted,  a  dearth  of  skills  and  knowledge,  along  with  en- 
trenched bureaucracies,  often  conspire  to  produce  failure  or  signifi- 
cantly degrade  the  projected  benefits. 

I  strongly  believe  that  we  must  move  to  a  smaller,  more  efficient 
Government,  one  that  stresses  accountability  and  one  that  stresses 
managing  for  results.  But  our  Government  cannot  get  there  con- 
tinuing to  operate  business  as  usual.  To  help  Federal  agencies 
achieve  their  potential  for  improvement,  GAG  studied  a  number  of 
successful  private  and  pubhc  sector  organizations  to  learn  how  they 
reached  their  own  ambitious  improvement  goals,  and  in  our  report 
we  describe  a  set  of  fundamental  management  practices  that  were 
instrumental  in  these  organizations'  successes.  These  practices  can 
be  adopted  by  Federal  agencies,  and  we  have  those  on  a  chart  over 
here,  Mr.  Chairman. 

Leading  organizations  understood  the  value  of  information  tech- 
nology. They  actively  spent  the  time  to  manage  down  risk  and  to 
maximize  the  return  on  sc£U"ce  investment  funds.  Their  leaders  em- 
ployed really  three  basic  principles. 

First,  they  decided  to  work  differently  by  assessing  performance 
against  the  best  in  the  world  and  recognizing  that  program  man- 
agers and  stakeholders  need  to  be  held  accountable  for  using  infor- 
mation technology  well.  In  contrast,  the  Federal  Government  fre- 
quently fails  to  benchmark  itself  against  the  best,  delegates  infor- 
mation issues  to  technical  staff,  and  sustains  rates  of  management 
turnover  that  seriously  hinder  true  ownership  and  accountability. 

Second,  they  direct  scarce  technology  resources  toward  high- 
value  uses  by  reengineering  critical  functions  and  carefully  control- 
ling and  evaluating  the  results  of  information  system  spending 
through  specific  performance  and  cost  measures.  Federal  agencies, 
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on  the  other  hand,  often  buy  hardware  before  they  evaluate  their 
business  functions,  and  they  lack  discipline  and  accountability  for 
their  investments  and  they  fail  to  rigorously  monitor  the  results 
that  are  being  produced. 

Third,  the  best  agencies  or  organizations  support  major  cost  re- 
duction and  service  improvement  efforts  with  up-to-date  profes- 
sional skills  and  organizational  roles  and  responsibilities  required 
to  do  the  job.  The  Federal  Government  all  too  often  is  held  back 
by  an  antiquated  skill  base  and  confused  roles  and  responsibilities 
that  consistently  inhibit  the  effectiveness  of  major  system  develop- 
ment and  modernization  efforts. 

Little  can  be  achieved  in  streamlining  processes  unless  the  Fed- 
eral agency  leaders  take  the  initiative  to  institutionalize  sound, 
strategic  information  management  practices.  We  have  found  many 
agencies  need  and  want  help  to  close  the  cost  and  performance  gap 
with  the  leading  organizations.  Over  14,000  copies  of  our  report  on 
best  practices  of  leading  organizations  have  been  requested,  and  we 
have  given  120  briefings  to  over  2,000  Federal  decisionmakers  to 
explain  our  work. 

To  get  these  principles  implemented  and  not  just  talked  about, 
the  agencies  need  to,  one,  benchmark  their  current  practices 
against  the  practices  of  leading  organizations  and  develop  an  action 
plan  for  improvement.  Second,  they  need  to  assert  control  over 
their  technology  investment  decisions  and  ensure  that  improve- 
ment efforts  are  well  managed  and  directed  toward  achieving  maxi- 
mum value  in  improving  operations. 

Now,  the  Committee  also  has  a  vital  role  to  play.  We  appreciate 
the  letter  that  you,  Mr.  Chairman,  and  Senator  Glenn  sent  to  the 
heads  of  the  agencies  endorsing  the  management  practices  outlined 
in  our  study  of  leading  organizations.  This  stimulated  great  inter- 
est and  support  for  our  findings.  For  example,  0MB  has  incor- 
porated the  essence  of  these  practices  into  its  revision  of  the  basic 
policy  circular  for  Federal  information  resources  management. 

Thiis  Committee  can  take  additional  actions  to,  one,  strengthen 
the  legislative  foundation  for  modern  management  practices  it  has 
been  building  so  carefully;  two,  to  set  improvement  goals;  three,  to 
build  the  capacity  of  the  Federal  workforce;  and,  four,  to  identify 
targets  of  opportunity  for  reengineering  and  information  tech- 
nology. 

In  the  legislative  arena,  the  Committee's  current  work,  enhanc- 
ing the  Paperwork  Reduction  Act,  is  a  very  important  step,  which 
you  marked  up  yesterday.  We  encourage  the  Committee's  efforts  to 
refine  and  develop  this  Act  and  to  develop  other  legislation  that 
would  improve  accountability  for  information  technology  invest- 
ments and  results. 

Efforts  to  set  goals  are  critical  in  getting  the  Government  to  en- 
gage seriously  in  the  difficult  task  of  change.  Leading  organizations 
understand  the  value  of  setting  aggressive  goals  to  break  through 
institutional  complacency  and  stimulate  the  redesign  of  long-estab- 
lished business  practices. 

While  legislation  and  goals  are  essential,  we  cannot  ignore  the 
need  for  a  modern  workforce.  The  Federal  Government  continues 
to  pay  the  price  for  not  having  an  adequate  cadre  of  professionals 
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in  the  information  and  financial  management  areas  who  can  help 
make  change  happen  and  improve  the  accountability  of  agencies. 

The  private  sector  has  painfully  learned  that  reengineering  and 
streamlining  projects  can  easily  be  delayed  or  fail  if  people  issues 
are  not  addressed.  Mr.  Chairman,  we  strongly  endorse  your  civil 
service  reform  goal  of  developing  a  highly  sMUed,  educated,  and 
trained  workforce  that  is  held  accountable  for  what  they  do  and  are 
more  responsive  to  the  taxpayers'  needs. 

The  Committee  can  also  keep  the  momentum  for  improvement 
going  by  focusing  on  specific  areas  where  agencies  can  use  re- 
engineering  and  technology  to  improve  service  delivery  and  reduce 
costs.  Current  efforts  at  IRS,  Defense,  Agriculture,  SSA,  and  VA  all 
have  tremendous  potential  if  properly  designed  and  managed.  In 
addition,  as  you  have  noted,  it  is  important  to  consider  opportuni- 
ties in  basic  functional  areas  such  as  financial  management,  logis- 
tics, and  payroll.  The  private  sector  has  found  a  rich  harvest  of  im- 
provement opportunities  in  these  areas,  especially  among  the  larg- 
er organizations. 

Now,  at  your  request,  we  are  working  with  this  Committee  to  as- 
sess and  prioritize  a  wide  range  of  functional  and  programmatic 
areas  that  can  be  redesigned,  consoHdated,  privatized,  or  elimi- 
nated altogether.  Our  work  includes  selecting  a  priority  group  of 
target  opportunities,  analyzing  the  relevant  business  processes, 
benchmarking  them  against  world-class  organizations  with  similar 
processes,  and  quantifying  potential  cost  savings.  We  plan  to  report 
back  to  the  Committee  on  our  progress  with  this  effort  in  the 
spring. 

Mr.  Chairman  and  Senator  Glenn,  I  look  forward  to  working 
with  this  Committee.  It  is  uniquely  positioned  to  provide  important 
leadership  in  striving  to  achieve  a  better  managed  Government.  We 
would  be  very  glad  to  answer  any  questions  at  this  time. 

Chairman  ROTH.  Well,  thank  you  for  your  statement,  Mr. 
Bowsher.  As  I  view  the  problem,  the  American  people  in  the  pri- 
vate sector  get  fast  service,  quahty  service.  We  all  know  the  stories 
that  you  can  bank  at  any  time  of  the  day  or  night.  You  can  go  to 
the  local  shopping  area  and  get  funds  immediately.  Even  if  you 
want  a  mortgage,  for  the  t5q)ical  person  it  doesn't  take  more  than 
a  matter  of  a  few  days.  Often,  a  loan  for  a  car  is  a  matter  of  hours. 
Yet,  we  turn  to  Grovernment  and  it  takes  not  days  or  hours  or  even 
weeks;  it  takes  months  many  times  for  our  customer,  our  constitu- 
ent, to  get  an  answer. 

Now,  in  your  report  you  speU  out  how,  I  think  it  is  in  veterans 
compensation,  it  takes,  on  average,  something  like  151  days.  Now, 
if  it  takes  an  average  of  151  days,  it  probably  takes  others  a  full 
year.  The  same  thing  is  true  on  disabihty  claims  under  Social  Secu- 
rity. I  think  the  average  figure  is  155  days. 

Now,  I  don't  blame  the  American  people  for  feeling  that  we  aren't 
giving  service,  and  the  question  is  how  do  we — ^you  know,  there 
have  been  some  proposals  to  change  it  in  the  case  of  the  veterans. 
I  think  they  were  going  to  spend  over  $650  million  for  information 
technology  that  would  have  decreased  the  amount  of  time  6  to  12 
days.  Well,  that  is  peanuts  when  you  are  talking  about  151  days. 

In  your  testimony,  you  talked  about  being  bold,  and  I  agree  with 
that.  I  recently  met  a  few  weeks  ago  with  the  Vice  President  and 


105 

we  were  talking  about  reinventing  Government,  and  I  said  I  would 
hope  that  whatever  the  administration  would  do,  it  would  be  bold 
in  its  proposals.  How  can  we  be  bold  here? 

Mr.  BOWSHER.  I  think  one  of  the  ways  we  can  be  bold  here  is  to 
keep  asking  the  agencies,  as  you  look  at  the  various  programs  that 
they  are  now  trying  to  reinvent,  to  be  bold  and  to  come  forward 
with  plans  that  actually  make  major  improvements  in  how  they  de- 
liver their  services.  That  is  one  of  the  main  themes  of  our  report 
here,  and  that  is  don't  just  automate  or  slightly  improve  your  cur- 
rent operations. 

The  private  sector  did  that  for  many  years,  too,  but  finally  when 
they  got  into  competition,  especially  with  Japan  and  other  coun- 
tries, they  recognized  they  had  to  make  really  major  break- 
throughs. I  can  remember  on  inventory  turnover,  they  used  to  be 
happy  if  they  could  get  a  1-  or  2-percent  improvement  in  the  pri- 
vate sector  lots  of  times.  Now,  they  turn  their  inventory  lots  of 
times  19,  20  times,  maybe  30  times  a  year,  unheard  of  years  back. 
So,  that  is  what  we  have  to  do. 

I  could  have  Donna  Heivilin  come  up  here  to  the  table  because 
we  have  been  working  with  the  Defense  Department,  and  Donna 
has  particularly,  in  an  area  of  inventory  at  the  hospitals  and  the 
medical  areas  which  now  they  are  moving  over  into  other  parts  of 
their  inventory.  It  is  a  good  example  of  one  where  for  years  they 
just  kind  of  gradually  tried  to  improve  it.  But  then  when  they  saw 
how  a  private  sector  organization,  about  comparable  size,  did  it 
much  better  with  a  third  of  the  cost  of  the  inventory,  they  finally 
decided  to  try  to  do  that  and  they  have  made  real  progress. 

Senator  Levin  went  out  and  visited  Walter  Reed  with  me  here 
a  few  weeks  ago,  and  if  Donna  could  tell  that  story,  I  think  that 
is  the  kind  of  story  that  this  Committee  ought  to  be  encouraging 
and  holding  agencies  accountable  for. 

Ms.  Heivilin.  The  most  advanced  logistics  change  for  DOD  is  in 
the  medical  logistics  area  where  they  have  put  a  prime  vendor  pro- 
gram in  place  for  all  of  their  hospitals.  That  program  is  probably 
most  evidenced  out  at  Walter  Reed,  if  you  want  to  go  look  at  it. 
It  is  in  different  stages  at  different  hospitals,  but  at  Walter  Reed 
they  have  closed  down  a  number  of  warehouses.  They  have  turned 
one  of  their  warehouses  into  an  educational  facility. 

They  have  cut  the  amount  of  inventory  that  they  were  using  in 
that  area  in  DLA,  in  the  central  logistics  function — that  is,  in  the 
warehouses  around  the  United  States — by  about  50  percent  in  the 
pharmaceutical  area.  That  is  the  area  that  they  first  started  to  put 
this  in  practice.  They  are  going  to  cut  the  whole  inventory,  which 
will  cover  medical-surgical  and  other  kinds  of  supplies,  too,  by 
about  the  same  amount  in  the  next  3  years. 

Chairman  ROTH.  What  was  that  amount  again? 

Ms.  Heivilin.  About  48  percent,  they  are  expecting  to  cut  the 
whole  inventory  in  the  medical  area  over  the  next  3  years.  They 
are  just  putting  the  medical-surgical  supplies  into  the  prime  ven- 
dor's hands  at  this  point,  so  that  part  of  it  is  just  beginning.  They 
started  with  the  pharmaceuticals  first. 

What  happens  in  that  kind  of  a  program  can  happen  in  a  lot  of 
areas,  too.  The  DOD  is  starting  a  pilot  program,  or  they  have  a 
pilot  program  started,  I  should  say,  in  the  southeast  United  States 
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for  the  food  area.  They  started  it  with  four  food  faciHties  in  the 
Norfolk  area,  and  after  about  5  months  found  that  two  of  those  fa- 
ciHties, Langley  and  Fort  Lee,  had  reduced  their  food  inventory  by 
80  percent.  So  they  are  putting  it  in  place  in  all  of  the  food  facili- 
ties that  the  DOD  has  in  the  southeast  part  of  the  United  States, 
and  if  they  have  as  good  results,  or  even  not  as  good — if  they  save 
half  of  their  money,  they  will  be  moving  it  to  the  rest  of  the  United 
States. 

Now,  they  are  also  getting  ready  to  put  a  pilot  in  place  in  the 
clothing  and  textile  area.  What  they  haven't  taken  on  is  the  hard- 
ware items,  the  nuts  and  bolts,  the  things  you  use  for  repair,  nor 
have  they  taken  on  repairables,  and  that  really  is  the  largest 
amount  in  terms  of  value  and  the  largest  amount  in  terms  of  line 
items  of  inventory. 

We  have  benchmarked  for  the  non-repairables,  the  hardware 
items  that  are  non-repairables,  the  things  you  would  buy  at  a  hard- 
ware store,  a  plumbing  supply  store,  those  kinds  of  things,  and 
found  that  what  is  being  used  out  in  the  private  sector  is  what  you 
call  supplier  parks.  Now,  I  am  talking  about  the  best  in  the  breed 
in  the  private  sector.  For  instance,  PPG  and  Bethlehem  Steel  have 
supplier  parks  in  place.  That  is  where  they  encourage  their  main 
suppliers  to  set  up  a  facility  close  to  them  so  they  can  have  recur- 
ring delivery. 

Now,  they  are  not  telling  that  supplier  that  they  should  only  sup- 
ply them.  In  fact,  in  the  case  of  the  ones  we  have  looked  at,  they 
have  wanted  their  business  to  be  a  relatively  small  portion  of  that 
supplier's  business  because  they  don't  want  that  supplier  com- 
pletely dependent  upon  them. 

The  military  is  doing  a  study  on  this,  but  they  haven't  agreed  to 
do  that.  We  think  that  is  where  the  biggest  change  can  be  made, 
but  we  are  very,  very  encouraged  by  what  we  are  seeing  in  the 
areas  that  they  have  been  taking  on,  the  personnel  areas. 

Chairman  RoTH.  Very  good.  I  appreciate  that  contribution. 

Mr.  BOWSHER.  I  think  also  when  we  were  out  there — Donna  will 
remember  this — Senator  Levin  asked  one  of  the  young  sergeants, 
if  you  have  to  get  the  supplies  from  the  old  depot  there,  how  long 
does  it  take.  The  sergeant  said,  well,  about  12  days,  and  it  used 
to  be  a  lot  longer.  And  he  said,  well,  what  does  it  take  if  you  get 
it  from  the  prime  contractor,  and  he  said  within  hours;  he  said 
never  more  than  a  day.  Those  are  the  kinds  of  major  break- 
throughs, what  you  are  looking  for  and  I  think  what  the  American 
public  is  looking  for. 

Chairman  RoTH.  I  would  sort  of  like  to  go  back  to  my  basic  ques- 
tion, and  that  is  what  magnitude  of  improvement  do  you  think  is 
possible.  How  do  we  know  what  the  right  goals  are  to  set?  When 
we  talk  about  being  bold,  what  should  we  try  to  achieve? 

One  thing  that  concerns  me  is  that  time  is  not  on  our  side.  I 
mean,  the  Government  is  so  large,  so  complex.  There  are  signifi- 
cant differences  between  the  private  sector  and  Government  poli- 
tics. What  would  you  suggest  would  be  a  worthy,  bold  goal? 

Mr.  BowSHER.  Well,  I  think  most  of  the  agencies  that  we  studied 
or  the  organizations  that  we  studied  that  actually  went  about  this 
in  the  right  way — namely,  benchmarking  against  the  best  organiza- 
tions, really  rethinking  through  their  processes — would  be  getting 
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40-  and  50-percent  improvements,  lots  of  times  more  than  100  per- 
cent. So  I  would  think  that  if  the  Government  can  learn  how  to  do 
it 

Chairman  RoTH.  Can  I  ask  you  a  question?  When  you  say  40,  50, 
sometimes  100,  there  are  three  things  we  are  trying  to  accom- 
plish— improvement  in  the  quality  of  service  and  productivity, 
timeliness,  and  the  cost.  Now,  when  you  say  50  percent,  are  they 
achieving  50  percent  in  each  of  these? 

Mr.  BOWSHER.  No.  Generally,  what  they  are  doing  is  gaining  sub- 
stantial productivity  gains.  Sometimes,  the  cost  gain — and  I  might 
ask  Chris  to  amplify  a  little  bit  on  this.  Sometimes,  you  have  to 
make  investments  in  people  and  in  systems  and  in  computers  to 
get  your  payoff,  but  then  later  on  you  get  bigger  dollar  payoffs 
every  year. 

I  think  it  has  to  be  done  on  an  individual  basis.  In  other  words, 
I  don't  think  that  you  can  put  an  overall  goal  out  there.  Senator, 
but  I  do  believe  that  you  can  ask  for  substantial  improvement 
goals,  and  I  think  the  three  areas  that  you  have  outlined  would  be 
a  good  way  to  do  it.  What  is  the  productivity,  what  is  the  timeli- 
ness, what  is  the  cost  reduction  that  you  can  achieve? 

Mr.  HOENIG.  Just  to  give  you  some  examples,  Mr.  Chairman,  in 
each  of  those  areas  of  what  we  found  when  we  studied  these  lead- 
ing organizations,  in  the  productivity  area,  in  particular,  what  we 
found  was  that  organizations  didn't  set  one-time  goals  of  productiv- 
ity improvements  of  30  to  40  percent.  Instead,  what  they  did  was 
they  set  goals  of  compound  annual  improvements,  percentage  in- 
creases every  year  in  productivity. 

We  found  those  ranged  from  6  to  7  percent  productivity  improve- 
ments a  year,  which  we  found  in  the  insurance  industry  companies 
that  we  studied.  Another  example  here  is  Xerox,  Incorporated, 
which,  when  they  were  combatting  Japanese  competition  in  the 
early  1980's  and  thought  that  the  Japanese  were  improving  produc- 
tivity at  10  to  12  percent  a  year,  eventually  calculated  that  they 
had  to  increase  productivity  at  16  to  17  percent  a  year  every  single 
year  in  order  to  catch  up.  So  in  the  productivity  area,  that  is  the 
typical  kind  of  range  that  you  might  see  in  terms  of  goals. 

On  the  timeliness  area,  the  industries  have  come  up  with  a  no- 
menclature for  expressing  the  potential  magnitude  of  improve- 
ments. They  call  it  lOX,  or  as  Mr.  Bowsher  was  sa3dng,  100-percent 
improvements.  So  order-of-magnitude  possibilities  are  possible  in 
the  timeliness  area. 

Kodak  found  that  in  their  customer  service  operation  they  not 
only  were  able  to  reduce  the  number  of  people  that  handled  a  cus- 
tomer from  16  to  1,  but  to  a  one-time  call  and  the  number  of  total 
information  systems  from  70  down  to  1.  So  in  the  timeliness  area, 
that  is  the  kind  of  order  of  magnitude  improvement  that  is  pos- 
sible. 

In  the  cost  area,  it  is  more  difficult  to  get  100  percent  improve- 
ment because  if  you  get  100  percent  improvement,  you  eliminate 
your  organization.  But  in  the  cost  area,  definitely  in  the  20-  to  50- 
percent  range,  given  our  information,  is  the  kind  of  thing  that  is 
possible,  but  that  particularly,  I  think,  varies  across  organizations, 
depending  on  what  their  existing  cost  base  is  and  how  they  effi- 
cient they  actually  are.  Less  efficient  organizations  can  get  more 
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out.  More  efficient  organizations  have  a  tougher  time  actually  mak- 
ing large  improvement,  just  to  give  you  some  idea. 

Chairman  ROTH.  Let  me  ask  this  question  and  then  I  am  going 
to  turn  it  over  to  Senator  Glenn.  I  mentioned  that  in  the  case  of 
veterans  compensation  and  in  the  case  of  Social  Security  disability 
payments,  it  was  taking  something  like  150  days,  roughly.  What 
should  be  the  goal?  What  would  you  suggest  that  we  set  forth  as 
a  goal  to  improve  that  service  to  the  constituents? 

Mr.  HOENIG.  Well,  the  way  the  leading  organizations  we  studied 
went  about  that,  Mr.  Chairman,  was  to  ask  the  customer  what  they 
need.  There  is  no  reason  in  today's  world,  in  most  claims  process- 
ing operations,  why  a  matter  of  days  or  weeks  shouldn't  be  the 
goal.  There  is  no  way  to  postulate  the  answer  off  the  top  of  any- 
one's head,  but  the  way  to  get  the  answer  is  to  go  out  and  survey 
the  customers  and  identify  what  they  want. 

Chairman  ROTH.  Let  me  ask,  obviously  you  have  some  controver- 
sial cases  that  are  going  to  extend  over,  and  we  all,  I  think,  recog- 
nize that.  But  for  the  typical  case,  is  there  any  reason  that  Govern- 
ment shouldn't  be  able  to  begin  to  match  what  is  taking  place  in 
the  private  sector? 

In  other  words,  if  you  are  a  veteran  and  you  are  asking  for  com- 
pensation, you  don't  need  that  12  months  down  the  road.  If  you  are 
asking  for  a  disability  claim,  you  want  it  now  before  you  die.  Is 
there  any  reason  why,  with  modern  technology,  the  run-of-the-mill 
claims,  and  so  forth,  should  not  be  able  to  be  processed  in  a  rel- 
atively short  time? 

Mr.  HOENIG.  The  best  evidence  that  we  have  is  that  State  and 
local  governments  have  been  able  to  achieve  very  close  to  private 
sector  benchmarks  in  terms  of  responsiveness,  and  I  don't  see  any 
compelling  reasons  why  that  shouldn't  be  set  as  a  goal. 

Chairman  ROTH.  One  more  question.  The  size  of  Government — 
is  that  the  reason,  the  fact  that  you  have  a  million  claims?  Does 
that  make  any  difference? 

Mr.  BOWSHER.  No,  it  does  not  make  any  difference.  I  mean,  that 
is  a  fact  of  life,  but  we  have  some  very  large  organizations  today 
in  the  private  sector  and  when  we  asked  some  of  those  agencies  to 
come  in  and  consult  with  us  on  this  report  that  we  have  issued 
here,  we  particularly  invited  only  the  large  organizations  that  were 
comparable  in  size. 

In  fact,  that  is  one  of  the  reasons  why  when  we  worked  with  De- 
fense in  this  medical  area  we  went  out  to  the  medical  centers  that 
were  comparable  to  the  Army  medical  centers.  So  I  think  once  you 
get  a  certain  size,  you  have  a  certain  amount  of  complexity,  but 
that  is  true  in  these  large  private  sector  organizations  that  are  get- 
ting those  kinds  of  things. 

If  I  could  give  you  one  story,  too,  Mr.  Chairman,  when  I  first 
came  in  as  Comptroller  General  GAO  was  like  every  other  Govern- 
ment agency.  We  closed  the  books  months  after  the  end  of  the  fis- 
cal year  and  we  just  had  a  very  slow  process  of  closing  the  books 
and  issuing  our  annual  report.  I  said  why  can't  we  have  the  annual 
report  ready  for  when  Congress  comes  back  in  January  every  year? 
Why  can't  we  get  an  audit  of  the  books? 

Well,  you  know,  people  were  somewhat  sure  that  that  wasn't 
really  doable  with  the  staff,  but  we  had  adequate  staff.  We  also  de- 
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cided  to  out-source  some  of  this  work  down  to  the  finance  center 
in  New  Orleans  to  make  it  more  efficient  because  they  were  more 
able  to  really  run  the  pajrroll. 

Today,  we  issue  our  annual  report  with  no  trouble  at  all.  We 
have  it  ready  in  December  every  year.  We  close  the  books  in  6 
weeks.  We  have  a  CPA  firm  come  in  and  do  the  audit.  Once  you 
lay  out  a  goal,  as  Chris  says  here,  that  the  customer  needs,  the 
Government  people  are  very  capable  of  doing  it.  But  if  you  don't 
start  to  think  along  those  kinds  of  lines,  then  lots  of  times  people 
are  willing  to  go  along  and  do  what  they  have  done  in  previous 
years. 

The  private  sector  was  very  much  that  way.  If  you  talk  to  David 
Kearns,  who  headed  up  Xerox,  he  said  that  until  he  went  to  Japan 
and  realized  how  much  they  were  gaining  every  year  and  came 
back  and  convinced  his  people  that  if  we  didn't  do  that  at  Xerox, 
we  were  going  to  be  out  of  business,  is  the  way  he  put  it.  And  we 
couldn't  just  do  it  at  6  percent  or  7  percent  if  they  were  doing  10 
or  12,  and  really  we  were  behind.  As  you  made  an  earlier  point, 
we  had  to  do  it  at  16,  17  percent  if  we  were  really  going  to  catch 
up  and  get  ahead  again. 

Chairman  RoTH.  Senator  Glenn. 

Senator  Glenn.  Thank  you,  Mr.  Chairman.  I  guess  I  get  a  little 
nervous  when  we  start  talking  about  how  we  are  going  to  solve  our 
problems  by  big,  bold — that  is  the  key  word — bold  new  approaches. 
Bold  is  not  necessarily  a  sjmonym  for  good.  You  can  be  bold  and 
stupid,  also,  and  I  think  in  times  past  we  may  have  done  some  of 
that. 

People  tend  to  resist  change.  People  like  to  talk  about  change  in 
presidential  elections  or  whatever.  We  need  change,  and  change  in 
the  abstract  for  most  people  is  great.  They  like  to  think  we  are  pro- 
gressive; we  are  moving  on  and  we  have  great  change.  But  change 
in  the  specific,  when  it  comes  to  altering  their  particular  situation 
or  their  work  or  their  office — people  resist  that  like  the  plague,  and 
so  it  is  tough. 

I  think  the  key  to  all  of  this,  all  of  the  things  we  have  been  talk- 
ing about  so  far  this  morning — I  think  it  all  boils  down  to  this  in 
comparison  between  Government  and  private  industry:  manage- 
ment authority  to  do  things,  to  make  decisions  and  execute  them, 
and  then  to  be  held  responsible  for  what  was  done. 

Our  civil  service  system  is  just  the  opposite  of  that.  It  discour- 
ages rapid  decisions.  We  want  to  refer  our  decisions  to  three  more 
people  to  review  before  we  get  it  out  because  we  don't  want  to  take 
the  full  load  of  accountability  ourselves,  perhaps,  if  you  are  in  a 
particular  civil  service  position. 

I  think  that  is  sort  of  at  the  heart  of  why  we  have  this  151-day, 
as  opposed  to  5-hour  decision,  or  whatever  it  is.  If  you  have  some- 
body with  authority  and  they  are  going  to  be  held  accountable, 
then  that  is  the  way  you  make  decisions.  That  is  the  way  you  do 
it  in  private  industry.  That  is  the  way  industries  go. 

I  think  we  are  nibbling  around  the  edge  of  this  thing.  We  have 
had  civil  service  reform  that  was  proposed  that  was  going  to  get 
to  us  last  fall.  It  is  on  hold  now  for  a  little  while.  They  are  redoing 
the  whole  thing  now,  but  I  think  any  system  that  does  not  come 
up  with  clear  lines  of  authority  and  accountability  for  decisions — 
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without  that,  we  are  just  going  to  rearrange  the  chairs  and  that 
will  be  about  all  we  accomplish  from  that,  I  think. 

We  really  are  at  a  time  of  change,  and  whether  you  believe  in 
Toffler  or  Drucker  or  all  of  the  rest  of  the  people  that  have  been 
writing  about  these  things  for  years — we  went  through  an  agricul- 
tural revolution,  we  went  through  an  industrial  revolution,  and  we 
are  now  in  an  information  revolution.  I  have  been  reading  about 
these  things  for  many  years.  They  are  now  in  the  forefront  of 
everybody's  attention  after  the  last  election. 

I  think  this  is  true,  but  how  we  manage  this  information  and 
what  we  are  talking  about  here  this  morning  is  key  to  this  whole 
revolution.  I  think  so  far  we  are  just  nibbling  around  the  edges  of 
this  thing.  I  don't  think  we  really  have  come  up  with  some  way  to 
say  we  are  going  to  concentrate  decisionmaking  and  then  have  a 
follow-up  on  assessing  what  those  decisions  were.  I  think  until  we 
get  to  that,  all  the  information  flow  in  the  world  is  going  to  be  cov- 
ered up  or  stifled  or  muffled  under  a  giant  blanket  of  indecision  as 
we  refer  decisions  from  one  level  to  another,  one  level  to  another, 
and  we  are  back  into  the  same  old  business  again. 

Everybody  wants  a  computer.  Who  makes  decisions  on  what  kind 
of  computer?  Every  work  space  over  at  the  Pentagon  or  Depart- 
ment of  Agriculture  doesn't  need  a  Cray  sitting  beside  their  desk. 
We  need  somebody  making  big  decisions  as  we  are  going  through 
this  reinventing  and  this  information  management  change.  We 
need  somebody  making  decisions  on  what  is  needed  at  each  one  of 
these  to  do  the  job  of  that  particular  person,  not  what  they  can  con 
out  of  the  Federal  Government  in  a  bigger  computer  and  then  just 
say  I  have  got  a  bigger  computer  than  you  have  got.  That  is  not 
the  way  we  ought  to  be  going. 

I  don't  think  we  are  managing  this  yet  and  I  don't  think  we  have 
a  handle  on  it.  I  think  the  Vice  President  and  the  President  are 
on  the  right  track  with  some  of  the  reinventing  Government  pro- 
posals, but  I  don't  think  we  have  gone  nearly  far  enough  with  this 
to  try  and  define  exactly  how  we  are  going  to  operate  under  a  re- 
invented what. 

I  guess  those  are  all  glib  statements,  also,  along  with  my  criti- 
cism of  just  bold  approaches.  I  guess  I  am  being  as  vague  as  the 
statement  of  bold  approach,  but  I  think  until  we  get  management 
authority  down  there  to  make  decisions,  we  are  never  going  to 
equal  the  private  sector. 

Why  can  Walter  Reed  get  things  from  a  private  contractor  out 
there  within  hours  as  opposed  to  "x"  months  or  whatever?  Because 
the  private  contractor  can  make  the  decision.  He  has  got  the  inven- 
tory on  the  shelf.  He  had  to  do  that  to  be  competitive  and  he  can 
send  it  right  over;  put  a  jiffy  truck  out  there  and  we  will  have  it 
over  to  you  very  quickly. 

Until  we  get  that  same  kind  of  attitude,  I  don't  know  where  we 
go  with  it.  I  think  we  are  going  to  continue  to  nibble  around  the 
edges  of  this  problem.  One  of  the  problems  that  makes  manage- 
ment authority  even  more  important  is  that  our  time  base  for  deci- 
sions has  been  compressed.  If  we  are  going  to  operate  efficiently 
like  a  private  business,  you  no  longer  have  months  and  years  to 
study  something.  Your  information  flow  is  there  and  you  need  deci- 
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sionmaking  and  your  time  base  is  compressed  if  you  are  going  to 
get  things  out  in  a  rapid  fashion. 

That  is  more  of  a  general  statement  than  a  question,  obviously, 
but  I  think  in  this  area  of  redefining  things,  is  there  such  a  thing 
as  going  to  more  central  planning  for  computers  for  Government, 
for  instance,  so  somebody  defines  what  is  needed  at  each  work 
space?  Is  that  needed.  The  CIM  over  in  the  Defense  Department 
has  tried  to  take  a  crack  at  this  thing  and  that  has  fallen  on  sort 
of  hard  times.  I  guess  it  is  coming  along  better  now. 

We  have  a  Secretary  of  Defense  and  deputy  over  there,  and  John 
Hamre,  who  used  to  be  with  the  Armed  Services  Committee  over 
here,  is  now  comptroller  and  working  very  hard  on  this,  and  I 
think  maybe  they  are  beginning  to  turn  that  situation  around. 
Maybe  that  can  be  used  as  sort  of  a  test  case  on  how  we  move  into 
this  new  area. 

Would  you  comment  on  CIM,  specifically,  or  how  do  we  get  deci- 
sionmaking out  there  to  where  it  makes  Government  more  efficient 
instead  of  the  way  we  are  going  now?  I  guess  that  is  the  basic 
question. 

Mr.  BOWSHER.  Let  me  comment  on  your  overall  point  there,  Sen- 
ator Glenn,  because  if  you  look  on  our  chart  over  there  we  say, 
under  the  column  of  leading  organizations,  "benchmarks  against 
the  best,"  but  then  the  second  line  says  "holds  line  managers  ac- 
countable." There  is  no  question  that  we  do  have  to  change  the  way 
we  manage  the  Government  through  our  people.  We  have  got  to 
hold  people  more  accountable  for  performance  results. 

Chairman  ROTH.  If  you  would  just  yield  there,  aren't  we  really 
talking  about  a  follow-through  on  our  performance  and  results  leg- 
islation? If  you  are  going  to  have  effective  management,  we  have 
to  give  authority  to  the  personnel  to  make  decisions  and  we  hold 
them  accountable  for  their  performance,  and  we  pay  them  accord- 
ing to  that. 

Mr.  BowSHER.  That  is  right. 

Chairman  RoTH.  So  I  think  we  are  all  in  agreement,  and  we  will 
have  some  extensive  hearings  on  that  because  it  is  a  key  issue. 

Mr.  BowSHER.  It  is  a  very  key  issue.  We  have  often  talked  here 
about  too  much  turnover  of  the  political  appointee  leadership,  and 
that  is  a  big  problem  in  the  public  sector  versus  the  private  sector. 
That  is  one  of  the  reasons  I  think  that  the  members  of  the  SES 
have  to  be  brought  up  here  into  much  more  of  a  leadership  and 
management  role. 

We  have  done  it  at  GAO.  My  SES  people  are  very  much  respon- 
sible now  for  leading  all  our  issue  areas  and  they  do  an  excellent 
job.  I  think  we  have  brought  that  kind  of  leadership  into  our  own 
technology  area  fi*om  within  the  organization  and  we  hold  them  ac- 
countable, and  I  think  that  is  what  other  agencies  can  do. 

Gene  Dodaro  here  has  buUt  the  capacity  of  our  organization  in 
this  technology  area.  That  is  what  is  needed.  You  can't  do  it  if  you 
don't  have  the  talent  or  if  you  don't  give  the  talent  the  responsibil- 
ity and  accountabUity  to  get  the  job  done.  I  agree  with  you.  Sen- 
ator. A  lot  of  the  current  civil  service  rules  and  other  things  like 
that  sometimes  don't  assist  us  in  getting  that  achieved,  and  that 
has  got  to  be  addressed,  I  think. 
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Senator  Glenn.  Have  you  been  able  to  make  any  breakthroughs 
in  your  own  organization  here  in  this  regard?  Do  you  promote  peo- 
ple faster? 

Mr.  BOWSHER.  We  do. 

Senator  Glenn.  Do  you  demote  people  if  they  make  lousy  deci- 
sions? Do  you  have  bonus  programs? 

Mr.  BowSHER.  We  have  had  a  merit  promotion  system  in  the 
SES  since  the  late  1970's.  We  have  a  merit  pay  system.  We  have 
doubled  our  productivity  in  the  6-year  period  from  1986  to  1992  by 
reorganizing  the  place.  I  think  as  we  are  bringing  the  technology 
in  more  here,  we  are  going  to  be  able  to  make  significant  improve- 
ments. That  is  why  I  think  we  can  come  down,  in  total,  with  a  25- 
percent  staff  cut  at  GAO;  not  another  25  percent,  as  you  point  out, 
Senator,  but  certainly  a  total,  and  that  saves  over  $100  million  a 
year  for  the  American  taxpayer  by  being  able  to  come  down  and  be 
a  smaller  organization  than  what  we  were. 

It  is  really  reengineering  and  redoing  how  we  do  this  work  and 
adopting  modern  technology  to  it,  and  I  think  the  other  Grovern- 
ment  agencies  can  do  it,  but  they  have  to  have  the  ability,  just  as 
you  say,  to  get  those  senior  civil  servants  in  the  SES  up  there  prop- 
erly selected,  properly  rewarded,  and  then  held  accountable. 

That  is  what  New  Zealand  and  Australia  and  some  of  these  other 
countries  that  have  made  some  major  changes  in  their  govern- 
ments— they  put  a  big  emphasis  on  trying  to  figure  out  what 
should  be  accomplished  and  then  holding  people  accountable  for 
getting  that. 

In  the  private  sector,  one  of  the  things  they  do — although  they 
have  big  plans  lots  of  times,  they  break  it  down  into  individual  seg- 
ments and  then  check  on  how  well  they  are  standing  at  each  of 
those  segments.  The  Government  lots  of  times  has  big  plans  and 
then  kind  of  keeps  telling  you  how  the  overall  plan  is  going  rather 
than  how  are  we  doing  specifically  month  after  month,  quarter 
after  quarter.  That  is  a  big  difference. 

Senator  Glenn.  We  need  a  way  to  evaluate  these  things  better. 
In  a  previous  incarnation,  you  were  in  the  military,  and  I  came 
from  a  military  background.  In  the  military,  your  fitness  reports, 
your  efficiency  reports,  as  they  are  called  from  one  service  to  an- 
other— on  your  fitness  report,  you  are  marked  off  and  each  little 
box  is  checked  off  on  your  performance.  You  get  down  in  one  box 
and  that  probably  means  you  don't  get  promoted  the  next  time,  and 
the  second  time  around  you  are  out.  That  is  it.  That  is  tough  and 
it  is  a  tough  system,  but  it  sure  does  weed  out  a  lot  of  people.  In 
the  military,  you  have  to  make  decisions  and  so  you  are  judged  on 
that. 

I  can't  quite  imagine  the  civil  service  accepting  that  same  kind 
of  stringent  performance  analysis,  but  maybe  that  is  a  good  idea; 
maybe  we  need  something  like  that.  You  know,  it  used  to  be  a  big 
joke  in  the  civil  service — ^I  don't  think  it  is  quite  administered  this 
way  now,  but  it  used  to  be  a  big  joke  that  if  you  have  somebody 
not  performing,  how  do  you  get  rid  of  them?  You  promote  them;  get 
them  out  of  my  shop  and  into  somebody  else's  shop  by  promoting 
them.  How  ridiculous  can  you  get,  and  yet  that  was  the  custom.  It 
wasn't  all  a  joke;  people  did  that.  We  should  be  doing  just  the  oppo- 
site. 
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Mr.  BOWSHER.  I  do  believe  that  when  they  switched  to  the  Senior 
Executive  Service  that  they  made  some  very  fine  improvements  at 
that  point,  and  I  think  if  the  leadership  of  an  agency  works  with 
that  SES  system,  you  have  a  lot  of  the  same  flexibility  that  you 
have  in  the  private  sector.  You  didn't  have  that  when  we  had  the 
old  super-grade  system,  but  I  think  personally  the  SES  system  that 
was  put  in  here  some  years  back  has  never  reached  its  potential. 

Senator  Glenn.  I  am  supposed  to  be  asking  questions  instead  of 
pontificating  up  here,  and  I  have  talked  more  than  you  have  during 
my  period  and  I  know  my  time  is  up,  but  would  you  comment  spe- 
cifically on  the  CIM  again  and  give  some  details  of  how  that  is 
working?  Can  we  use  that  as  an  example  for  other  branches  of 
Government? 

It  is  Corporate  Information  Management,  for  those  that  don't 
know.  It  is  CIM  over  in  the  Pentagon.  This  was  supposed  to  give 
a  new  technologically-sound  base  on  inventory  management  and 
decisionmaking  information  that  is  needed,  and  it  was  really  going 
to  be  a  new  way  of  shaping  up  information  management.  They  had 
some  problem  in  the  services  getting  a  definition  of  what  terms 
meant  and  things  like  that. 

Is  that  working  out  now  and  is  that  going  to  be  a  model,  or 
should  we  start  over  on  that  one? 

Mr.  BowSHER.  Let  me  have  Gene  describe  that,  and  I  will  add 
a  few  thoughts. 

Mr.  DODARO.  Senator,  CIM  has  not  reached  its  potential  at  all. 
We  have  been  very  disappointed  in  the  results.  It  is  a  good  example 
of  how  it  is  difficult  to  change  the  Government.  Basically,  there  is 
little  reengineering  going  on  to  achieve  the  meaningful  change  that 
we  have  talked  about  today.  Most  of  CIM  is  focused  on  consolidat- 
ing information  systems.  A  lot  of  it  is  being  driven  by  the  informa- 
tion technology  people  rather  than  top  management.  Top  manage- 
ment needs  to  be  more  involved  and  more  focused  on  it.  Also,  they 
continue  to  have  system  failures.  There  is  not  enough  discipline  in 
building  their  systems. 

Now,  I  will  contrast  that  for  a  minute  with  the  Social  Security 
Administration.  The  place  to  start,  to  get  back  to  the  question  of 
where  to  be  bold,  is  understanding  why  it  is  taking  so  long.  At  the 
Social  Security  Administration,  the  155  days  that  we  have  been 
talking  about — they,  at  our  urging,  really  took  a  look  at  why  does 
it  take  that  long  and  they  found  that  in  that  155  days  it  only  takes 
actually  13  hours  to  process  the  claim.  The  rest  of  the  time  is  spent 
moving  paper  around,  having  25  or  30  different  people  handle  the 
claims,  claims  wEuting  in  queue  for  information  to  get  medical 
records  from  recipients. 

So  in  answer  to  the  question  about  being  bold.  Social  Security 
could  get  it  down,  conceivably,  to  a  matter  of  days  if  it  only  takes 
13  hours  to  do  the  claim,  and  agencies  need  to  reengineer  and  look 
at  their  processes  first.  This  hasn't  happened  in  CIM.  We  think 
there  is  a  tremendous  potential  there,  both  in  financial  systems 
and  the  logistics  area,  but  it  is  an  example  of  where  there  is  an 
entrenched  bureaucracy  and  they  are  not  really  looking  at  their 
current  processes  and  dissecting  them.  That  is  where  you  have  to 
start,  and  that  is  what  will  show  you  what  the  real  potential  is  to 
be  bold  and  to  set  the  right  kinds  of  goals. 
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Senator  Glenn.  Just  in  30  seconds  or  less  because  I  know  I  am 
way  over  on  my  time,  is  the  tax  system  modernization  over  at  IRS 
coming  along  good  now? 

Mr.  DODARO.  The  answer  to  that  is,  no,  it  is  not  making  enough 
progress  that  we  have  seen.  Senator.  They  have  begun  to  redesign 
their  business  vision  on  where  they  want  to  go,  but  they  haven't 
set  a  specific  technical  foundation  and  a  management  foundation 
for  managing  the  tax  system  modernization  effort. 

They  still  need  to  set  their  telecommunications  standards,  their 
data  standards  for  storing  and  transmitting  data,  their  technical 
architecture,  their  business  goals  for  managing  the  project.  As 
Chuck  was  talking  about,  they  haven't  broken  it  down  into  measur- 
able results  and  goals.  That  project  has  been  going  on  for  about  8 
years  now.  We  have  been  encouraging  them  to  study  their  process 
to  determine  why  it  takes  so  long  to  process  returns,  why  it  takes 
so  long  to  do  matching  after  the  returns  are  in. 

There  is  tremendous  potential  there  and  we  think  that  that  effort 
and  the  CIM  effort  need  to  be  continued,  but  we  need  to  redirect 
it  toward  real  reengineering  so  we  can  understand  what  those 
goals  are,  like  the  Social  Security  Administration.  At  least  they 
know  now  how  long  it  takes  them  and  what  they  should  be  shoot- 
ing for.  In  the  case  of  IRS  and  DOD,  we  are  not  anywhere  near 
that  yet. 

Senator  Glenn.  We  should  get  DOD  and  IRS  together  in  the  de- 
sign of  their  new  systems  and  ask  them  to  meet  so  that  the  sys- 
tems would  be  compatible. 

Mr.  DoDARO.  Compatibility  is  a  big  problem.  Right  now.  Social 
Security  and  IRS  exchange  information  on  tax  collection.  They 
can't  reconcile  their  records.  There  is  about  $15  billion  over  at  the 
Social  Security  Administration  based  on  data  that  they  get  from 
IRS  that  they  don't  know  where  to  post  the  wage  data  to  in  the 
Social  Security  records. 

So  the  data  comparability  and  looking  at  government-wide  proc- 
esses is  another  big  opportunity  for  the  Government  to  achieve  a 
lot  of  savings.  The  savings  aren't  just  within  individual  agencies, 
but  we  ought  to  be  looking  at  government-wide  opportunities  as 
well,  and  that  is  where  I  think  this  Committee,  in  particular,  can 
really  provide  strong  leadership. 

Senator  Glenn.  Thank  you. 

Chairman  ROTH.  I  just  want  to  emphasize  that  this  is  the  second 
of  a  series  of  hearings  on  reinventing  Government.  As  you  well 
know,  it  is  a  multi-faceted  problem.  I  happen  to  feel  strongly  that 
information  technology  is  in  many  ways  core  to  the  reinvention,  but 
obviously  matters  like  civil  service  reform,  regulatory  reform,  and 
others  are  a  part  of  the  overall  picture  and  we  hope  to  be  address- 
ing and  investigating  all  of  them  as  time  goes  by. 

The  thing  that  concerns  me  is  your  articles  are  rightfully  very 
critical  of  what  Government  has  done  in  the  acquisition  of  high- 
tech  in  the  information  area,  and  the  reason  seems  to  be  that  too 
often  the  purpose  of  buying  that  technology  is  to  be  modern,  to  be 
up  to  date,  to  have  the  latest,  without  any  particular  purpose  in 
using  it.  But  if  you  put  a  computer  on  my  desk,  that  doesn't  make 
my  office  automatically  any  more  efficient. 
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But  the  second  main  criticism,  as  I  understand  it,  is  that  too 
often  the  modern  technology  equipment,  and  so  forth,  is  used  to  ac- 
celerate the  current  process.  The  real  problem  is  how  do  we  revolu- 
tionize the  process  so  that  we,  again,  produce  better  service  at  a 
lesser  cost  in  a  timely  fashion. 

We  have,  as  you  pointed  out,  some  very  good  illustrations  where 
Government  is  doing  well,  but  they  seem  to  be  the  exception  in- 
stead of  the  average.  Your  report  indicates  that  the  billions  of  dol- 
lars we  are  spending  is  wasted.  Does  that  mean  Congress  should 
stop  funding  these  and  say,  stop  this  until  you  have  got  a  plan? 

Let  me  ask  you  this  question.  It  is  a  tough  question.  If  you  were 
suddenly  fully  in  charge  of  reinventing  Government,  what  would  be 
the  first  five  steps  you  were  take,  in  short,  simple  English? 

Mr.  BOWSHER.  Well,  I  would  go  back  to  those  24  agencies  we 
talked  with  you  about,  Mr.  Chairman,  that  make  up  95  percent  of 
this  Government.  I  would  ask  each  of  those  agencies  for  a  real  plan 
of  modernizing  their  processes,  trying  to  figure  out  what  is  their 
real  mission. 

As  I  understand  it,  0MB  has  started  now  along  this  line,  but 
what  is  their  real  mission  in  life  and  what  do  they  have  to  do,  what 
can  they  get  rid  of,  what  can  they  maybe  privatize,  but  then  what 
is  their  plan  for  that  real  central  core  of  their  business  to  really 
modernize  it  and  be  able  to  serve  the  customer,  whoever  that  per- 
son is,  in  a  really  timely,  least  costly  fashion,  and  bring  that  to  the 
Congress  as  a  plan. 

Then  I  would  start  to  be  willing  to  finance  the  changes  that  were 
needed  to  support  that  plan,  whether  it  be  changes  in  people  or 
changes  in  investments  in  the  systems  area.  Then  I  would  hold 
hearings  periodically  to  find  out  how  well  they  are  doing.  In  other 
words,  I  would  really  be  looking  at  the  return  on  investment  that 
we  are  getting,  and  that  is  what  they  do  in  the  private  sector.  If 
they  buy  into  a  large  program,  they  say,  now,  let's  periodically 
meet  and  find  out  how  well  we  are  doing,  and  we  break  it  down 
into  segments  so  that  we  can  actually  measure  the  progress  as  we 
move  along. 

I  think  getting  the  Grovernment  into  that  kind  of  an  organized 
way,  which  takes  the  leadership  of  the  big  agencies,  some  oversight 
at  0MB,  and  certainly  Congressional  oversight,  then  you  would 
start  to  make  some  reaJ  progress. 

Chairman  RoTH.  Where  does  the  leadership  come  from?  You 
have  got  the  political  leaders  of  any  administration,  and  my  under- 
standing is  that  the  civil  servant  says,  well,  they  will  be  gone  in 
a  couple  of  years  anyway,  don't  worry  too  much  about  them.  Can 
they  provide  that  leadership,  or  where  does  it  come  from? 

Mr.  BowSHER.  I  think  if  you  select  some  of  the  right  people 
into — in  other  words,  if  the  administration  has  already  now  bought 
into  reinventing  the  Government,  they  have  got  to  select  some  of 
the  executives  at  the  presidential  appointee  level  that  understand 
this  kind  of  modernization  and  technology. 

Chairman  ROTH.  Where  do  we  put  them? 

Mr.  BowSHER.  You  could  put  them  in  as  the  deputy. 

Chairman  ROTH.  Just  put  them  in  each  of  the  agencies? 

Mr.  BowsHER.  Yes.  When  Dave  Packard  became  the  deputy  to 
Mel  Laird,  he  understood  weapons  systems,  and  that  is  the  kind 
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of  person  you  need  here  if  you  are  going  to  modernize  these  big  de- 
partments. 

Chairman  RoTH.  Do  we  have  24  Dave  Packards? 

Mr.  BowSHER.  Yes,  I  think  we  do  in  this  country;  I  really  do. 

Chairman  RoTH.  I  do,  too. 

Mr.  BowSHER.  Yes.  The  big  thing  is  to  get  them  to  come  in,  and 
I  think  they  are  willing  to  come  in.  Then  you  have  got  the  talent 
at  the  senior  civil  service  level,  and  I  think  there  is  a  lot  of  talent 
in  the  Government,  but  you  have  to  also  bring  some  in  if  you  don't 
have  it.  That  is  what  we  did  at  GAG  here.  We  have  a  few  people 
from  the  outside  that  have  greatly  enhanced  our  capabilities,  but 
80  or  90  percent  is  the  talent  that  was  there  that  we  have  worked 
very  hard  to  enhance  and  build  the  capacity.  So,  that  is  how  you 
have  got  to  go  about. 

Chairman  ROTH.  Let  me  ask  you  this.  We  sit  up  here  a  lot  very 
critical  of  the  "M"  in  0MB,  that  there  is  not  much  management. 

Mr.  BOWSHER.  Yes. 

Chairman  Roth.  Should  they  be  held  accountable  for  bringing 
the  information  age  to  Government,  or  should  we  maybe  take  them 
out  of  0MB  or  create  some  kind  of  a  consulting  group  of  expertise 
that  can  go  into  these  24  agencies  and  really  see  whether  or  not 
they  are — obviously,  we  can't  pass  a  law  telling  them  how  to  im- 
prove their  process. 

Now,  some  people  say  the  way  to  do  it  is  to  bring  pressure.  I  had 
one  CEO  tell  me  the  way  he  brought  about  a  lot  of  these  changes 
in  his  company  was  he  just  reduced  their  budget,  and  he  said  there 
was  a  lot  of  unhappiness  and  grumbling,  but  lo  and  behold  they 
found  out  how  to  do  it. 

How  do  you  get  the  incentives,  the  pressure,  or  whatever,  be- 
cause you  not  only  need  the  leadership,  but  you  also  have  the  prob- 
lem of  cooperation  of  employees  at  every  level?  Part  of  the  prob- 
lem— we  might  as  well  face  it — is  that  we  have  many  levels  of  bu- 
reaucracy that  are  no  longer  necessary,  that  once  were  necessary, 
perhaps,  under  the  paper  age,  but  today,  once  you  have  a  data  base 
and  it  is  available  to  everybody  simultaneously,  are  not  necessary. 

How  do  we  get  cooperation  and  the  incentives,  the  pressure,  to 
get  the  job  done? 

Mr.  BOWSHER.  Well,  I  think  the  pressure  comes  basically,  as 
most  of  the  companies  will  tell  you — and  I  bet  that  CEO  said,  too, 
that  there  has  got  to  be  some  kind  of  a  sense  of  crisis  that  we  have 
got  to  really  modernize  and  we  have  got  to  reinvent  ourselves  and 
really  do  it  well. 

I  think  that  the  budget  pressure  here  in  the  Government  today 
has  become  real.  In  other  words,  I  think  people  really  recognize 
that  we  are  coming  down  in  size.  Therefore,  the  agencies  that  are 
going  to  survive  and  prosper  are  the  ones  that  are  going  to  be  able 
to  reinvent  themselves  and  deliver  their  services  in  a  timely  fash- 
ion and  at  less  cost. 

I  think  that  once  that  message  gets  across,  which  I  think  is  be- 
ginning to  happen,  then  you  start  to  get  people  more  on  the  team, 
you  might  say,  willing  to  change.  If  people  have  the  sense  that  the 
budget  money  will  be  there  year  after  year,  whether  we  have  good 
performance  or  not,  then  there  is  less  of  that  crisis  feeling,  and 
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that  was  true  in  the  private  sector  for  many  years  in  the  United 
States,  too.  So  you  have  got  to  get  that  in. 

But  to  go  back  to  your  question  on  the  "M"  in  0MB,  I  think  "M" 
has  to  play  the  role.  Some  centrsil  group  does  have  to  display  lead- 
ership. But  I  think  as  far  as  getting  a  consultant  group  together, 
I  think  you  really  need  that  at  the  agency  level.  If  anything,  I 
would  put  more  of  my  emphasis  on  the  individual  24  largest  agen- 
cies. 

Chairman  RoTH.  Well,  the  time  is  moving  on.  I  want  to  thank 
all  of  you  for  being  here  today.  We  have  barely  scratched  the  sur- 
face, but  I  do  think  the  information  revolution  is  core  to  making 
Government  provide  better  service. 

Mr.  BOWSHER.  It  is,  absolutely. 

Chairman  ROTH.  I  think  the  real  test  of  what  we  are  going  to  do 
is  when  Government,  like  the  private  sector,  is  able  to  give  imme- 
diate service  and  not  drag  it  out  over  a  period  of  months  and 
weeks. 

Well,  thank  you.  We  look  forward  to  continuing  to  work  with  you 
on  this  matter.  We  appreciate  your  being  here. 

Mr.  BowSHER.  Th^iJk  you,  Mr.  Chairman. 

Chairman  ROTH.  Our  next  panel  will  consist  of  three  witnesses, 
one  from  a  leading  information  management  company  and  two  rep- 
resenting Federal  agencies.  We  are  very  pleased  to  have  with  us 
today  George  Newstrom,  a  corporate  vice  president  of  EDS,  Incor- 
porated. He  has  been  involved  in  numerous  efforts  around  the 
globe  using  modem  technology  to  achieve  significant  improvements 
in  both  business  and  government  practices. 

Our  witnesses  from  the  Defense  Department,  Cynthia  Kendall, 
and  the  Health  Care  Financing  Administration,  Gary  Kavanagh, 
have  experienced  both  success  and  failure  in  applying  modern  in- 
formation technology  to  their  agencies. 

I  would  ask  each  of  the  witnesses  to  please  taken  about  10  min- 
utes to  summarize  their  statements,  and  we  will,  of  course,  include 
their  full  statements  in  the  record. 

Mr.  Newstrom,  welcome,  and  I  would  like  you  to  go  first. 

TESTIMONY  OF  GEORGE  NEWSTROM,^  CORPORATE  VICE 
PRESIDENT,  EDS  CORPORATION 

Mr.  Newstrom.  Thank  you,  Mr.  Chairman.  I  want  to  thank  you 
and  your  staff  for  the  opportunity  to  be  here  today.  I  enjoyed  the 
comments  that  were  made  earlier  today  by  you  and  the  other  panel 
members.  I  enjoyed  Senator  Cohen's  comment  about  the  blind  imi- 
tation of  the  past. 

I  was  intrigued  recently  that  someone  said  I  was  a  model,  or 
EDS  was  a  model  of  what  the  industry  should  do,  and  I  was  very 
delighted  at  being  called  a  model  until  I  looked  it  up  in  the  Web- 
ster's dictionary  and  discovered  that  a  model,  and  I  quote,  is  "a 
small  replica  of  the  real  thing."  I  would  like  to  talk  about  what  the 
real  thing  is  that  we  are  tr3dng  to  do  rather  than  a  small  replica 
today. 

EDS  has  operations  across  the  United  States  and  35  countries 
around  the  world.  We  have  customers  in  many  different  industries, 


^  The  prepeired  statement  of  Mr.  Newstrom  appears  on  page  348. 
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including  health  care,  banking,  finance,  transportation,  retail,  com- 
munications and,  yes,  indeed,  government. 

In  order  to  remain  competitive  in  the  global  marketplace,  EDS 
has  been  at  the  forefront  of  efforts  to  use  business  process  re- 
engineering  both  for  ourselves  as  well  as  for  our  customers.  I  feel 
that  this  experience  may  have  some  application  to  the  Federal  Grov- 
emment  as  well. 

Management  consultant  Michael  Hammer  defines  business  proc- 
ess reengineering  as  "the  fundamental  rethinking  and  radical  rede- 
sign of  business  processes  to  achieve  dramatic  improvements  in 
cost,  quality,  service,  and  speed."  At  EDS,  we  have  modified  this 
definition  just  a  bit  and  referred  to  the  concept  as  the  fundamental 
rethinking  and  radical  redesign  of  an  enterprise's  processes  from  a 
customer  perspective. 

In  some  ways,  the  label  "reengineering"  is  unfortunate  because 
it  suggests  small  ways  to  modify  current  systems.  In  reality,  in 
many  cases  the  old  processes  should  be  totally  discarded  in  order 
to  start  fi*om  a  new  beginning  using  a  clean  slate.  I  feel  that  all 
too  often  we  in  industry  and  managers  in  government  proceed  too 
timidly  regarding  reengineering  when,  instead,  a  fi^esh,  new  start 
is  warranted  that  would  lead  to  dramatic  improvement  being 
sought. 

Organizations  undergoing  process  reengineering  must  accept  that 
no  traditional  practice  is  sacrosanct,  and  must  be  willing  to  rethink 
and  change  the  way  they  operate.  To  achieve  dramatic  improve- 
ments in  critical  performance  areas  such  as  cost,  quality,  and  time, 
an  enterprise  must  be  prepared  to  change  its  business  practices,  its 
definitions,  its  organizational  structure,  as  well  as  its  policies, 
measurement,  £ind  rewards  system. 

While  many  think  that  it  is  the  workplace  that  is  changing,  I 
submit  that  the  key  element  is  not  the  workplace,  but  rather  the 
mind  set  within  that  workplace.  We  have  realized  that  merely  in- 
vesting in  computer  hardware  and  software  to  expedite  the  speed 
of  accomplishing  existing  tasks  is  a  foolhardy  exercise,  as  I  believe 
the  Chairman  has  already  said. 

We  strongly  encourage  our  customers  to  first  carefully  under- 
stand the  needs  of  their  customers,  then  determine  how  best  to  de- 
liver the  new  requirements.  Then,  and  only  then,  will  they  be  pre- 
pared to  determine  what  particular  technologies  would  best  fulfill 
these  requirements. 

We  have  found  several  scenarios  that  tend  to  motivate  organiza- 
tions to  seek  business  process  reengineering:  (1)  Existing  processes 
do  not  work,  (2)  leading  performance  indicators  show  negative 
trends,  and  (3)  there  is  a  need  to  gain  a  competitive  edge  or  there 
is  a  desire  to  preempt  a  competitive  response. 

At  EDS,  we  take  some  very  basic  steps  to  determine  if  business 
process  reengineering  is  the  best  course  of  action  to  resolve  a  par- 
ticular management  challenge.  Initially,  we  identify  the  key  proc- 
esses of  the  organization.  We  do  this  by  linking  the  processes  to  the 
critical  success  factors  of  that  organization.  The  decision  to  reengi- 
neer  is  based  on  the  likelihood  of  achieving  process  improvement 
breakthroughs  that  would  lead  to  at  least  a  five-fold  improvement 
in  efficiency  and  effectiveness. 
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I  heard  a  discussion  earlier  today  about  a  percentage  increase  in 
efficiency  and  some  other  things.  I  use  the  number  five-fold  as  a 
potential  minimum  acceptable  standard.  The  five  is  not  the  critical 
element;  it  is  the  message  behind  an  exponential  change  in  in- 
crease versus  an  incremental  change,  and  if  we  have  time  toward 
the  end,  I  would  like  to  get  back  into  that. 

If  the  application  of  information  technology  to  process  offers  the 
likelihood  of  dramatic  improvement,  that  is  another  indicator  that 
reengineering  should  be  undertaken.  We  also  consider  whether  the 
organization  is  able,  mentally  as  well  as  physically,  to  prepare  to 
change  employees'  job  assignments,  job  duties,  practices,  and  re- 
ward systems.  If  so,  the  reengineering  that  would  likely  impact  this 
area  is  possible. 

A  variety  of  organizations  that  we  have  dealt  with  have  used 
business  process  reengineering  to  make  dramatic  improvements  in 
efficiencies,  service  dehvery,  and  the  level  of  performance.  They 
have  discovered  that  the  benefits  of  reengineering  include:  Break- 
through improvements  in  process  efficiency;  work  performed  where 
it  makes  sense  fi*om  the  perspective  of  the  customer,  partner,  or 
supplier;  increased  employee  teamwork  and  knowledge;  more  pro- 
ductive application  of  information  technology  as  a  process  enabler; 
and  the  alignment  of  process  improvement  efforts  with  the  vision 
of  the  organization. 

EDS  is  a  subsidiary  of  General  Motors  and  we  have  found  many 
opportunities  for  utilizing  business  process  reengineering  to  help 
General  Motors  respond  to  changes  such  as  market  shifts, 
globalization,  and  increased  competition.  Together,  EDS  and  Gen- 
eral Motors  have  selected  best-in-class  systems,  technologies,  de- 
partmental organizations  to  help  reengineering  and  consolidation 
efforts. 

We  have  consolidated  150  finance  redundant/overlapping  systems 
into  3  standard  systems.  Within  the  personnel  department  at  Gen- 
eral Motors  there  were  60  pa5rroll  systems;  they  are  now  combined 
into  one.  We  used  process  reengineering  to  implement  warehousing 
and  inventory  systems  and  to  eliminate  redundant  systems  in 
health  care.  We  have  engineered  the  telecommunications  infira- 
structure  so  that  100  separate  voice  and  data  networks  were  con- 
solidated into  one,  EDS*NET,  the  world's  largest  privately-owned 
digital  telecommunications  network. 

We  have  also  used  business  process  reengineering  for  our  cus- 
tomers. The  city  of  Chicago  put  out  a  request  for  proposal  for  a 
parking  system,  and  at  the  outset  the  city  of  Chicago  described 
their  business  problem  as  a  lack  of  revenue  collection  on  parking 
tickets,  rather  than  asking  for  specific  technology  solutions. 

The  business  of  ticket-writing  and  administration  has  now  been 
totally  revamped.  Technology  was  introduced  that  makes  ticket- 
writing  easier  through  hand-held  devices,  improves  ticket  read- 
ability by  100  percent,  and  administration  that  is  focused  on  cus- 
tomer requirements  was  implemented.  This  approach  has  increased 
their  collections  from  approximately  15  cents  on  the  dollar  written 
to  over  65  cents  on  the  dollar  value  of  parking  tickets,  with  the 
city's  goal  being  over  80  percent.  Better  yet,  citizen  satisfaction  and 
approval  is  at  an  all-time  high. 
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Michael  Hammer  and  James  Champy,  in  Reengineering  the  Cor- 
poration, pointed  out  that  Hallmark  Corporation  decided  to  reengi- 
neer  not  because  of  a  crisis,  but  because  of  a  preemptive  competi- 
tive strike.  As  a  result  of  business  process  reengineering,  the  firm 
has  changed  most  aspects  of  its  operation  in  order  to  dramatically 
reduce  the  time  that  elapses  from  identifying  a  new  market  trend 
to  filling  it  with  a  card  at  the  retailer's  shelf.  The  reengineering 
was  time-consuming,  since  each  of  Hallmark's  22,000  employees 
was  involved  in  the  activity  of  formulating,  researching,  developing 
consensus,  and  internalizing  common  business  practices. 

Too  often,  we  have  found  that  Federal  agencies — and  I  believe 
this  has  been  mentioned  already — in  a  quest  to  better  harness 
technology,  seek  specific  information,  products,  services,  rather 
than  to  address  the  overall  business  objective.  Whether  their 
search  is  for  main  frames,  MIPs,  lines,  networks,  LANs  and  WANs 
of  today,  this  is  the  antithesis  of  what  I  am  talking  about  today. 

In  the  commercial  sector,  we  are  delivering  solutions  for  the  cus- 
tomers and  solutions  to  the  business  problems.  For  example,  hov/ 
do  you  get  a  product  to  market  quickly  and  as  economically  as  pos- 
sible? We  must  be  able  to  translate  this  in  solving  the  Govern- 
ment's problems  in  serving  citizens. 

We  have  found  agencies  that  are  now  realizing  savings  that  oper- 
ate in  the  Information  Age.  For  example,  many  U.S.  Department 
of  Defense  reengineering  efforts  that  did  begin  under  the  NPR  have 
significant  returns  for  the  taxpayers.  DOD  is  experimenting  with 
a  travel  pilot,  reducing  a  17-step  process  to  4.  When  implemented, 
they  expect  to  save  over  $1  billion  in  5  years.  There  are  other  ex- 
amples within  DOD.  In  civilian  agencies,  the  U.S.  Department  of 
Agriculture  is  encouraging  the  use  of  electronic  benefit  transfer  in 
the  food  stamps  program  for  the  delivery  of  benefits  directly  to  the 
recipients. 

The  Information  Technology  Association  of  America  supports 
these  efforts  and  has  arranged  for  senior  executives  from  a  wide 
cross-section  of  technology  firms  to  share  their  views  on  this  sub- 
ject with  the  Department  of  Defense.  Arrangements  are  being 
made  at  this  time  to  assist  civilian  agencies  to  do  the  same  thing. 

Some  of  the  pitfalls  in  reengineering  efforts:  We  have  found  that 
if  leaders  are  not  committed  to  change,  none  will  happen.  More 
than  50  percent  of  all  reengineering  undertakings  fail  for  this  exact 
reason.  In  addition,  entities  contemplating  the  use  of  reengineering 
should  not  expect  immediate  results.  In  fact,  the  time  invested  in 
reengineering  is  significant. 

Peter  Drucker,  considered  to  be  the  father  of  corporate  restruc- 
turing, stresses  the  importance  of  ensuring  that  the  full  participa- 
tion of  all  people  from  entry  level  to  senior  management  is  a  key 
to  the  success  of  reengineering.  It  is  my  perception  that  the  major 
obstacle  in  reaching  our  full  potential  is  a  sense  of  urgency  and  a 
lack  of  boldness  in  action. 

I  wish  Senator  Glenn  were  here  so  we  could  discuss  the  concept 
of  boldness. 

Those  that  don't  change  are  just  not  left  behind  as  they  were  in 
the  past;  they  cease  to  exist.  I  would  like  to  point  out  that  of  the 
Fortune  500  companies  that  were  on  the  list  in  1970,  less  than  30 
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percent  of  those  exist  today  in  the  same  form  that  they  existed  in 
1970. 

Retailers  are  not  just  increasing  sales  with  kiosks  in  malls  or 
through  catalog  sales;  they  are  thinking  in  terms  of  selling  directly 
to  the  consumers  by  the  use  of  the  Internet.  Entertainment  of  all 
sorts — movies,  sporting  events,  and  news  programs  of  your  choice — 
will  be  coming  to  your  home  when  you  want  them,  not  when  some- 
one else  wants  to  schedule  them.  Why,  then,  should  the  U.S.  Geo- 
logical Survey  spend  time  developing  new  ways  to  sell  paper  maps? 
Instead,  why  not  use  business  process  reengineering  to  replace 
paper  map  capabilities  much  like  retailers  and  entertainers  are 
thinking  about  right  now? 

I  suggest  that  you  in  Congress  use  whatever  means  are  available 
and  at  your  disposal  to  encourage  Federal  agencies  to  boldly  pursue 
the  use  of  business  process  reengineering  to  rethink,  reorganize, 
and  retool  for  the  21st  century.  Such  processes  may  actually  result 
in  accepting  that  some  Grovemment  agencies  have  outlasted  their 
vision  or  purpose  or  have  been  replaced  by  the  market.  I  hope  you 
will  go  to  great  lengths  to  publicize  Federal  efforts  that  are  under- 
way to  move  in  this  direction.  In  this  area,  there  should  be  incen- 
tives granted  to  agencies  that  excel  and  disincentives  for  those  that 
engage  in  foot-dragging. 

According  to  Drucker,  although  substantial  cost  savings  accrue 
from  reengineered  methods,  they  always  emerge  as  a  by-product. 
However,  estimates  that  such  savings  could  produce  savings  to 
eliminate  the  Federal  deficit  are  possible.  It  is  important  to  realize 
that  business  process  reengineering  can  generate  substantial  sav- 
ings, since  the  costs  of  the  new  procedures  are  instead  of,  not  in 
addition  to,  the  cost  of  the  former  way  of  doing  things. 

Perhaps  there  are  ways  that  the  private  sector  could  more  fre- 
quently enter  into  partnerships  with  Federal  agencies  in  imple- 
menting business  process  reengineering.  We  hope  that  you  will  not 
think  of  firms  much  like  EDS  as  technologists  in  the  back  room. 
Instead,  think  of  firms  like  EDS  and  many  others  as  full-fledged 
partners,  sharing  the  rewards  as  well  as  the  risks  of  these  creative 
undertakings.  In  addition,  Federal  agencies  can  enter  into  either 
consultative  or  out-sourcing  arrangements  with  the  private  sector 
to  explore  in  detail  the  benefits  of  reengineering. 

The  Clinton  administration's  approach  to  reinventing  Govern- 
ment is  taking  a  definite  step  in  the  right  direction.  Chairman 
Roth,  your  plans  for  fundamentally  redesigning  the  Federal  Gov- 
ernment are  also  most  laudable.  They  indicate  to  all  taxpayers  that 
you  are  committed  to  seeing  this  process  through  over  a  long  period 
of  time  and  you  will  not  be  satisfied  with  half  solutions. 

Mr.  Chairman,  I  have  pointed  out  a  picture  of  radical  change 
that  is  engulfing  us  as  quickly  and  as  totally  as  the  sunlight  does 
in  the  morning.  It  is  not  just  your  children  or  your  children's  chil- 
dren that  will  benefit  fi-om  these  wonderful  opportunities.  It  is  you 
and  I  within  our  near  lifetimes. 

While  you  may  have  to  deal  with  mundane  issues  like  running 
the  Government  and  departments  and  agencies,  a  sense  of  urgency 
is  clear  and  it  is  obvious.  It  is  your  appetite  for  boldness  in  action 
that  will  be  the  preamble  for  the  greatest  novel  yet  to  be  written, 
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which  I  would  entitle  "Government  of  the  People,  by  the  People, 
and  for  the  People." 

I  thank  you  for  inviting  me  to  speak  today. 

Chairman  RoTH.  Thank  you.  We  will  let  the  others  testify  and 
then  open  it  up  to  questions. 

Ms.  Kendall,  it  is  a  pleasure  to  have  you  here. 

TESTIMONY  OF  CYNTHIA  KENDALL,i  DEPUTY  ASSISTANT  SEC- 
RETARY  OF  DEFENSE  FOR  INFORMATION  MANAGEMENT, 
DEPARTMENT  OF  DEFENSE 

Ms.  Kendall.  It  is  a  pleasure  for  me  to  be  here  today,  Mr.  Chair- 
man, to  share  with  you  some  of  DOD's  success  stories,  as  well  as 
our  lessons  learned.  Under  the  Corporate  Information  Management 
(CIM)  program,  we  have  numerous  success  stories  in  business  proc- 
ess reengineering.  Indeed,  this  morning,  Ms.  Donna  Heivilin  from 
the  General  Accounting  Office  talked  about  our  successes  in  the 
medical  logistics  area  and  food  services. 

I  would  like  to  share  three  specific  examples  with  the  Committee 
today.  The  first  one  is  in  the  area  of  medical  evacuation  and  medi- 
cal regulating.  During  Operation  Desert  Storm,  the  military  serv- 
ices experienced  problems  with  evacuating  casualties  and  transfer- 
ring them  to  the  most  appropriate  hospital.  Over  60  percent  of  the 
patients  arrived  from  the  combat  zone  at  an  en  route  transpor- 
tation and  medical  care  hub  that  was  not  necessarily  the  best  one 
for  their  particular  injury.  We  must  treat  our  service  members  bet- 
ter than  this. 

Recognizing  that  problem,  our  top  leadership  fi'om  the  Joint 
Staff,  the  Office  of  the  Secretary  of  Defense,  and  the  Commander 
in  Chief  for  the  Transportation  Command  decided  to  take  a  look  at 
this  area  from  a  viewpoint  of  business  process  reengineering. 

We  undertook  a  process.  A  number  of  the  findings  we  had  were 
that  we  had  repetitive  and  duplicative  systems  supporting  this 
area.  We  had  different  practices  in  peace  time  and  war  time.  We 
could  not  track  our  patients  by  name  as  well  as  we  would  like  to, 
and  we  had  a  problem  with  a  lack  of  communication  to  work  this 
area. 

Based  on  that  business  process  reengineering,  a  number  of  rec- 
ommendations were  made  and,  at  this  stage,  many  have  been  im- 
plemented. First  and  foremost  was  an  organizational  change.  One 
of  the  problems  was  that  the  responsibility  for  medical  evacuation 
was  with  the  Transportation  Command,  and  the  responsibility  for 
the  medical  regulating,  or  assigning  our  service  members  to  a  hos- 
pital bed,  was  under  a  different  area,  or  multiple  areas.  So  the 
process  of  transferring  our  patients  to  the  right  place  became  very 
difficult.  We  said  we  were  going  to  reorganize  and  put  all  of  that 
under  one  command,  the  Transportation  Command.  That  change 
has  been  made  and  it  is  signed  in  a  DOD  directive. 

Another  important  aspect  of  this  reengineering  is  to  improve  our 
communications  abilities,  to  make  the  information  available  to  the 
decisionmakers  so  that  we  can  move  our  patients  where  they 
should  be  moved.  We  are  using  automation  to  do  this.  We  have  a 
prototype  up  today  to  do  this  activity.  Through  this  prototype,  we 


1  The  prepared  statement  of  Mr.  Kendall  appears  on  page  359. 
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will  have  improved  visibility  of  our  patients,  our  aircraft,  and  the 
hospitals  that  we  need  by  specialty.  We  will  also  have  improved, 
in-transit  visibility  of  our  patients  and  the  medical  equipment 
needed  for  their  transportation. 

Now,  some  of  the  benefits  are  clearly  discernible  fi*om  this  proc- 
ess. We  will  minimize  our  transportation  requirements  and  maxi- 
mize our  patient  care.  We  are  going  to  provide  in-transit  visibility 
of  our  patients  and  of  our  medical  equipment.  But  interestingly 
enough,  while  our  goals  were  to  improve  the  service  to  our  military 
members,  we  had  some  side  benefits.  One  of  those  is,  as  we  looked 
at  the  economic  analysis  for  this  process,  we  found  that  we  will  re- 
duce the  cost  of  tracking  our  patients  through  the  combat  theaters 
from  $111  to  $28  per  patient.  But  probably  the  best  example  of  the 
benefit  was  the  one  given  when  the  project  leader  briefed  the  dep- 
uty secretary,  and  said  that  we  could  save  lives  with  this  improved 
process. 

Let  me  now  move  on  to  my  second  example,  which  is  more  ad- 
ministrative in  nature  and  involves  the  Defense  Investigative  Serv- 
ice. The  Defense  Investigative  Service  processes  nearly  a  million 
personnel  security  actions  each  year.  These  actions  affect  our  DOD 
civilians  and  our  miUtary,  as  well  as  our  industry  contractors. 

One  of  the  goals  of  this  business  process  reengineering  project 
was  to  significantly  reduce  the  cycle  time  necessary  to  complete  in- 
vestigations, thus  avoiding  unproductive  time  by  contractors  and 
DOD  employees  who  are  awaiting  their  security  clearances  to  per- 
form their  jobs.  We  found  that  our  existing  process  is  paper-inten- 
sive and  very  cumbersome. 

We  also  identified  improvements  to  the  existing  process  that 
could  be  made  immediately.  One  of  the  real  major  improvements 
that  was  identified  was  the  use  of  automation  to  deal  with  our  per- 
sonnel security  questionnaires.  Through  the  use  of  automation,  we 
could  provide  for  electronic  capture  and  transmission  and  use  of 
the  personnel  security  history  data  within  the  Defense  Investiga- 
tive Service  and  throughout  the  Department.  By  using  the  tech- 
nology, we  could  reduce  data  entry  errors  and  processing  time  re- 
quirements. 

It  only  takes  a  small  investment,  in  this  case,  approximately  $6 
million,  and  we  believe,  as  we  have  demonstrated  through  an  eco- 
nomic analysis,  that  we  will  have  a  cost  avoidance  of  nearly  $1  bil- 
lion oyer  the  next  6  years.  In  addition,  it  is  anticipated  that  the 
cycle  times  for  our  Defense  Investigative  Service  personnel  security 
investigations  will  be  reduced  from  145  days  to  120  days. 

The  last  example  I  would  like  to  share  with  the  Committee  in- 
volves the  use  of  a  Multi-technology  Automated  Reader  Card,  or 
MARC.  This  is  an  identification  card  that  has  a  micro  chip  on  it 
for  storing  information  that  can  be  read  and  have  information 
added  to  the  card. 

We  have  been  conducting  tests  with  this  card.  Recently  the 
Army's  25th  Infantry  Division  used  the  MARC  to  support  a  deploy- 
ment of  the  division  personnel  to  Haiti.  The  MARC  was  used  to 
create  and  validate  aircraft  manifest  rosters.  In  our  test,  the  time 
required  to  produce  the  manifest  was  reduced  fi-om  over  4  hours 
down  to  20  minutes.  In  addition,  the  number  of  personnel  involved 
in  the  manifesting  process  was  reduced  fi-om  15  people  to  7.  Now, 
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mind  you,  this  is  in  the  testing  mode  at  this  time.  We  are  also  look- 
ing at  other  opportunities  for  making  use  of  this  MARC  technology 
throughout  the  Department. 

I  would  like  to  say  a  few  words  about  lessons  learned  from  our 
business  processing  reengineering  activities  in  the  Department.  We 
feel  the  most  critical  lesson  learned  is  creating  a  sense  of  urgency, 
and  indeed,  that  is  one  of  the  first  things  that  GAO  had  identified 
as  a  need  in  business  process  reengineering.  What  we  mean  by  that 
is  that  people  need  to  understand,  and  accept,  that  there  is  a  need 
for  change  or  they  won't  become  partners  to  the  change  process. 

We  have  also  learned  that  successful  reengineering  efforts  have 
several  attributes  in  common.  We  need  top  management  involve- 
ment and  commitment.  We  need  to  focus  on  stretch  goals.  We  need 
our  line  management  commitment  to  implementation.  This,  again, 
is  another  area  GAO  emphasized.  We  need  to  focus  on  some  core 
processes.  These  key  attributes  are  consistent  with  several  of  the 
recent  GAO  reports  that  have  come  out  looking  at  reengineering  or- 
ganizations, and  best  uses  of  information  technology. 

Mr.  Chairman,  I  have  described  a  small  sample  of  our  re- 
engineering  projects,  and  I  am  sure  you  can  recognize  the  signifi- 
cant results  that  have  been,  and  will  be,  achieved.  We  feel  we  have 
no  choice  but  to  move  forward.  Reengineering  is  an  essential  strat- 
egy to  get  there.  Moving  back  is  not  an  option  and  we  sincerely  ap- 
preciate the  Committee's  support  in  the  areas  of  reinventing  Gov- 
ernment. 

Chairman  RoTH.  Thank  you,  Ms.  Kendall. 

Mr.  Kavanagh. 

TESTIMONY  OF  GARY  KAVANAGH,i  DEPUTY  DIRECTOR,  BU- 
REAU OF  PROGRAM  OPERATIONS,  HEALTH  CARE  FINANC- 
ING ADMINISTRATION,  U.S.  DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES;  ACCOMPANIED  BY  DR.  ARON  PRIMACK, 
MEDICAL  OFFICER,  BUREAU  OF  PROGRAM  OPERATIONS, 
HEALTH  CARE  FINANCING  ADMINISTRATION,  U.S.  DEPART- 
MENT OF  HEALTH  AND  HUMAN  SERVICES 

Mr.  Kavanagh.  Thank  you,  Mr.  Chairman.  I  am  pleased  to  be 
here  today  to  discuss  the  Health  Care  Financing  Administration's 
efforts  in  reengineering  its  operations  to  better  meet  the  needs  of 
Medicare  beneficiaries,  providers,  and  suppliers.  Accompanying  me 
today  is  Dr.  Aron  Primack,  the  medical  officer  in  the  Bureau  of 
Program  Operations. 

Medicare  serves  over  36  million  beneficiaries  and  processes  over 
700  million  claims  per  year.  In  order  to  review,  process,  and  pay 
these  claims.  Medicare  contracts  with  private  insurance  companies, 
known  as  fiscal  intermediaries  and  carriers.  The  34  carriers  deal 
with  claims  from  physicians  and  other  Medicare  Part  B  items  and 
services. 

Until  recently,  these  carriers  dealt  with  claims  for  durable  medi- 
cal equipment,  prosthetics,  orthotics,  and  supplies.  Several  years 
ago,  however,  in  listening  to  the  needs  of  Medicare  providers,  sup- 
pliers, and  beneficiaries,  HCFA  identified  significant  problems  with 
our  procedures  for  processing  claims  for  durable  medical  equip- 


1  The  prepared  statement  of  Mr.  Kavanagh  appears  on  page  372. 
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ment,  what  we  often  call  DME,  and  related  items,  and  those  same 
sources  have  helped  to  provide  successful  solutions. 

I  would  like  to  acknowledge  that  in  reengineering  the  way  our 
carriers  do  business  for  DME  claims,  we  are  using  current  tech- 
nology and  applying  it  in  a  new  and  dynamic  approach.  By  rede- 
signing our  processes,  we  are  able  to  significantly  improve  the  way 
we  serve  our  customers.  We  believe  we  can  draw  on  the  lessons  of 
this  success  as  we  reengineer  other  areas  of  Medicare  administra- 
tion. 

In  1991,  we  began  looking  systematically  at  the  way  we  process 
claims  for  DME.  In  consultation  with  our  customers  and  partners, 
we  heard  that  we  needed  to  focus  more  on  customer  service,  to  es- 
tablish more  uniform  requirements  for  claims  submission  and  adju- 
dication, and  to  do  a  better  job  of  preventing  improper  pajonents. 

Prior  to  1993,  suppliers  of  DME  submitted  their  claims  to  one  of 
34  different  carriers  for  processing  and  payment.  DME  suppliers 
and  beneficiaries  often  complained  of  slow  payments  and  poor  serv- 
ice on  their  inquiries.  Carrier  coverage  policies  and  decisions  for 
durable  medical  equipment  items  often  varied  considerably  fi"om 
carrier  to  carrier  across  the  country. 

In  a  number  of  instances,  suppliers  sought  out  the  carrier  with 
the  least  restrictive  coverage  policies  and  submitted  their  claims  to 
them,  a  practice  referred  to  as  carrier-shopping.  As  a  result,  DME 
claims  are  often  open  to  fi*aud  and  abuse. 

Electronic  claims  submission  requirements  also  differed  among 
carriers,  which  required  suppliers  to  submit  their  claims  in  dif- 
ferent formats.  In  addition,  HCFA  had  no  single  focus  to  accumu- 
late and  analyze  DME  claims  information  to  help  improve  program 
management. 

We  also  discovered  that  some  suppliers  used  multiple  billing 
numbers.  We  found  that  suppliers  could  easily  obtain  multiple  sup- 
plier numbers  and  that  we  lacked  specific  and  uniform  standards 
for  obtaining  a  supplier  number.  Using  multiple  numbers,  suppli- 
ers who  were  subject  to  review  under  one  number  could  easily  re- 
enter the  system  under  another  without  our  knowing  it. 

In  partnership  with  suppliers,  providers,  and  Medicare  bene- 
ficiaries, HCFA  sought  to  make  more  creative  use  of  current  tech- 
nology in  reengineering  the  business  processes  then  in  place.  We 
concluded  that  we  should  concentrate  all  processing  for  equipment 
and  supplies  in  a  small  number  of  specialized  carriers.  We  believed 
that  use  of  a  few  regional  carriers  would  greatly  reduce  the  varia- 
bility in  coverage  policy  and  medical  review  practices  among  the 
carriers.  Greater  efficiency  would  be  achieved  because  each  carrier 
would  have  a  trained  pool  of  experienced  personnel  able  to  handle 
DME  claims  more  effectively  and  to  process  claims  more  quickly 
and  accurately. 

Starting  in  the  fall  of  1993,  HCFA  began  to  consolidate  process- 
ing for  durable  medical  equipment  into  four  regional  carriers,  or 
what  we  call  DMERCs.  This  consolidation  also  allowed  for  stand- 
ardized submission  of  electronic  claims.  All  suppliers  are  now  able 
to  use  a  single  format  to  submit  their  claims  to  Medicare. 

Through  these  four  carriers,  we  have  achieved  greater  efficiency 
not  only  in  the  processing  of  claims,  but  in  the  development  and 
application  of  coverage  policy  and  medical  review.  In  addition,  one 
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of"  the  regional  carriers  has  an  extra  function  to  conduct  statistical 
analysis  of  data  for  all  four  regional  carriers.  This  statistical  analy- 
sis DMERC  examines  profiles  of  claims  activity  and  scrutinizes  po- 
tential overutilization  by  certain  suppliers  by  comparing  them  to 
both  regional  and  national  peers.  This  arrangement  provides  a 
quick  and  efficient  way  to  det^t  aberrances  that  could  not  have 
been  discovered  in  the  past,   y 

To  solve  the  problem  of  carrier-shopping,  we  revised  our  carrier 
jurisdiction  of  Medicare  clgdms.  Previously,  claims  for  DME  were 
paid  based  on  the  location  of  the  billing  office.  Beginning  in  the  fall 
of  1993,  suppliers  were  required  to  submit  their  claims  to  the  re- 
gional carrier  responsible  for  the  geographic  area  where  the  bene- 
ficiary resides. 

HCFA  has  also  moved  to  eliminate  the  use  of  multiple  billing 
numbers.  Starting  in  October  1993,  we  established  a  new  supplier 
number  application  process  for  our  approximately  120,000  DME 
suppliers  through  a  National  Supplier  Clearinghouse.  This  clear- 
inghouse maintains  a  national  file  on  DME  suppliers.  This  tool  en- 
ables us  to  reliably  identify  abusive  suppliers  who  attempt  to  mask 
their  identities  by  using  dififerent  names. 

Through  these  steps,  HCFA  has  been  able  to  ensure  more  appro- 
priate and  consistent  payment  of  DME  claims  nationwide.  By  con- 
solidating our  operations,  utilizing  knowledgeable  personnel,  and 
using  cost-effective  technology,  we  have  created  a  more  efficient 
and  manageable  claims  processing  system. 

The  lessons  learned  during  the  regional  carrier  consolidation 
have  been  invaluable  as  we  plan  for  other  improvements  in  the 
Medicare  program.  The  knowledge  we  have  gained  will  make  fu- 
ture reengineering  efforts  smoother  for  our  beneficiaries  and  pro- 
viders. 

As  we  look  toward  the  21st  century,  Medicare  is  now  working  on 
the  design  of  a  single  national  automated  claims  system  to  process 
all  types  of  claims  more  efficiently.  The  Medicare  Transaction  Sys- 
tem, or  MTS,  is  scheduled  to  begin  operations  in  late  1997  and  will 
be  completed  by  late  1999. 

Presently,  our  claims  processing  is  done  by  77  fiscal 
intermediaries  and  carriers  using  11  automated  systems  at  62  dif- 
ferent sites.  Under  the  Medicare  Transaction  System,  claims  proc- 
essing will  be  performed  at  a  Limited  nimiber  of  operating  sites 
using  a  single  system. 

When  MTS  is  fully  implemented,  administrative  savings  should 
be  significant.  Processing  cladms  will  be  done  by  a  single  automated 
system  that  is  accessible  to  all  carriers,  providers,  and  suppliers. 
Efficiencies  will  be  achieved  by  consolidation  and  better  manage- 
ment of  data,  as  well  as  better  abifity  to  monitor  and  detect  fraud 
and  abuse. 

The  MTS  will  enable  Medicare  contractors  to  provide  more  time- 
ly, accurate,  and  complete  responses  to  beneficiary  inquiries.  One 
of  the  major  benefits  will  be  that  a  single  inquiry  to  any  contractor 
will  provide  the  status  of  aU  of  a  beneficiar^s  claims. 

The  lessons  learned  fi^om  the  durable  medical  equipment  transi- 
tion are  fi"esh  in  our  minds  as  we  proceed  to  implement  the  Medi- 
care Transactions  System.  We  will  be  working  closely  with  our  con- 
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tractors,  providers,  and  beneficiaries  to  assure  that  this  new  sys- 
tem will  be  beneficial  to  those  we  serve. 

HCFA  is  committed  to  continuous  improvement.  We  have  re- 
cently developed  our  first  strategic  plan  to  guide  the  agenc/s  im- 
provement activities.  This  plan  calls  on  us  to  systematically  review 
our  business  practices  and  revise  them  where  necessary.  We  look 
forward  to  working  with  the  Committee  on  these  and  related  is- 
sues. 

Thank  you,  Mr.  Chairman. 

Chairman  RoTH.  Thank  you,  Mr.  Kavanagh.  I  have  heard  fi'om 
people  back  home  very  favorably  about  some  of  these  reforms. 

Mr.  Newstrom — in  fact,  all  three  of  you — have  heard  me  talk 
about  the  contrast  between  Government  service,  Federal  service  to 
its  constituents  as  customers,  and  that  of  the  private  sector.  Do  you 
think  information  technology  can  substantially  improve  Govern- 
ment service  at  a  smaller  cost  and  in  a  more  timely  way?  What  do 
you  see  as  the  opportunity  here? 

Mr.  Newstrom.  Well,  I  hope  that  you  understand  that  Electronic 
Data  Systems — as  a  technology  company,  it  would  be  very  easy  for 
me  to  say,  absolutely,  if  you  just  buy  another  pound  of  technology, 
we  are  going  to  make  it  wonderful  for  you. 

Chairman  RoTH.  That  is  correct. 

Mr.  Newstrom.  I  am  not  going  to  say  that.  The  entire  emphasis 
of  what  the  speakers  have  said  this  morning,  the  writing  that  has 
been  done,  the  things  that  you  have  done,  suggest  very  strongly 
that  technology  will  be  an  enabler  for  what  this  chart  depicts,  for 
what  the  business  is  going  to  do.  It  can  be  Government,  as  well  as 
a  private  industry  like  us. 

What  is  the  business  that  we  are  talking  about?  Is  it  one  of  the 
24  agencies?  Is  it  the  State  Department?  Is  it  a  city  or  a  county 
entity?  What  is  that  entit^s  function?  Once  you  define  that  func- 
tion from  whom  you  serve,  the  citizen  at  the  other  end,  then  you 
can  apply  whatever  techniques  are  necessary,  whatever  process 
changes  are  needed.  In  many  cases  technology  can  help,  but  I  am 
not  suggesting  that  technology  is  the  only  solution  to  making  it 
work. 

One  of  the  questions  that  you  asked  earlier  was  what  is  the  goal. 
There  was  a  point  made  about  a  151-day  cycle  time  for  a  claim, 
and  I  don't  know  what  the  claim  was.  I  don't  know  what  the  an- 
swer to  that  question  is,  but  I  would  start  by  saying  the  time  frame 
is  zero;  it  is  real  time. 

Let  someone  explain  what  the  rationale  for  exceptions  are  rather 
than  state  that  it  can  only  be  done  in  6  months  or  it  can  only  be 
done  in  30  days,  etc.  Private  industry  is  looking  at  the  real-time 
delivery  of  service,  whether  it  is  retailing,  entertainment,  or  any- 
thing else,  and  then  work  the  exceptions  from  there.  I  don't  know 
if  it  is  achievable  in  the  example  that  we  talked  about,  but  we  are 
processing  health  care  claims  across  the  country  in  a  real-time 
fashion  today  where  years  ago  we  never  thought  that  was  a  capa- 
bility that  we  had  as  a  country.  That  is  happening  today. 

Chairman  ROTH.  Would  either  of  you 

Ms.  Kendall.  I  would  certainly  endorse  what  Mr.  Newstrom  has 
said  in  terms  of  technology  being  an  enabler.  In  many  of  our  busi- 
ness process  reengineering  activities,  we  find  changes  and  improve- 
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ments  that  have  nothing  to  do  with  the  technology  and  they  can 
really  improve  the  way  we  are  doing  things. 

Chairman  ROTH.  Isn't  that  the  criticism  that  too  many  have  pur- 
chased the  technology  just  to  have  it  rather  than  to,  as  you  say, 
be  an  enabler? 

Ms.  Kendall.  We  need  to  think  about  what  we  want  to  achieve 
and  then  see  how  the  technology  can  be  applied.  There  are  many 
times  that  technology,  as  an  enabler,  helps  move  further  and  make 
more  improvements  in  an  area.  We  Uke,  however,  to  really  focus 
first  on  asking  ourselves  what  is  it  we  are  trying  to  accomplish. 

Chairman  ROTH.  What  is  the  mission? 

Ms.  Kendall.  Right. 

Mr.  Kavanagh.  I  think  from  our  perspective  I  remember  10 
years  ago  or  15  years  ago  when  I  was  in  the  Grovernment,  we  used 
to  sit  around  in  a  room  in  Medicare  and  figure  out  with  our  con- 
tractors what  the  performance  expectations  should  be  for  the  Medi- 
care program,  and  that  was  very  insulating  and  it  was  certainly 
easy  to  say,  well,  we  can't  do  this  in  that  many  days  or  we  can't 
answer  an  inquiry  immediately. 

We  have  changed  that  dramatically.  What  we  do  now  is  we  go 
out  and  reach  out  to  beneficiaries  and  to  providers  that  we  serve 
and  ask  them  what  are  their  expectations,  what  are  their  needs, 
and  that  is  what  we  are  tr3mig  to  do  in  trying  to  meet  those  expec- 
tations and  we  use  information  technology  as  a  tool  to  be  able  to 
do  that. 

Chairman  ROTH.  EDS,  of  course,  has  had  extensive  experience  in 
providing  information  technology  solutions  in  government.  I  won- 
der if  you  could  make  some  comments  on  the  following.  What  char- 
acteristics do  successful  implementing  and  managing  information 
technology  systems  have  in  common? 

Mr.  Newstrom.  Mr.  Chairman,  there  are  a  couple  I  would  point 
out.  I  think  they  have  been  discussed,  or  at  least  deliberated  a  lit- 
tle bit  already  this  morning.  The  first  and  the  foremost  is  an  un- 
derstanding of  what  it  is  you  are  trying  to  do,  and  the  introduction 
or  the  continuation  of  technology  for  technology's  sake  is  not  an  an- 
swer to  your  question.  I  think  we  have  already  been  over  that. 

The  second  one  is  an  understanding  from  the  top  of  the  organiza- 
tion all  the  way  to  the  bottom  of  the  organization  of  what  it  is  we 
are  attempting  to  do,  what  it  is  we  are  trying  to  do.  You  cannot 
legislate  and  I  cannot  dictate  in  a  corporate  environment  that 
70,000  EDS  employees  are  going  to  do  something.  There  has  to  be 
a  buy-in  for  the  betterment  of  the  corporation  as  well  as  the  indi- 
viduals involved. 

Thirdly,  and  this  is  perhaps  where  the  differences  between  gov- 
ernment and  private  industries  are  the  most  obvious,  you  have  rev- 
enues and  you  have  expenses;  so  do  I.  The  difference  between  those 
two  in  the  case  of  a  corporate  sense  is  profits  or  losses.  I  have 
something  called  stockholders.  They  vote  with  their  feet.  If  we  don't 
produce  for  them,  they  go  somewhere  else. 

There  is  a  notion  in  this  country  that  the  same  thing  exists  in 
government  today,  but  we  are  not  reacting  to  it  as  quickly  as  we 
should.  Perhaps,  and  Ms.  Kendall  said  this,  the  crisis  is  there  if  we 
just  identify  it  and  work  toward  solving  it.  If  that  is  not  done,  we 
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are  going  to  be  left  behind  in  an  agency  as  well  as  companies.  But 
those  are  the  three  things  that  I  would  focus  on. 

Chairman  Roth.  Ms.  Kendall. 

Ms.  Kendall.  I  would  talk  about  the  one  I  think  is  key,  and  that 
is  a  top-level  management  commitment  to  make  these  changes. 

Chairman  Roth.  Who  would  that  be?  I  mean,  obviously,  you 
want  everybody  to  be  supportive,  but  who  in  the  Department  of  De- 
fense heads  up  this  effort? 

Ms.  Kendall.  Within  the  Department  of  Defense,  clearly  we 
have  top-management  support  from  the  Secretary  and  the  Deputy 
Secretary,  but  we  are  a  very  large  organization  and  there  are  a  lot 
of  top-level  management  people  involved.  Our  specific  CIM  policy 
assigns  responsibility  for  business  process  reengineering  to  the 
principal  staff  assistants  to  the  Secretary — precisely,  the  Under 
Secretaries  of  Defense,  the  Assistant  Secretaries  of  Defense,  and 
the  Joint  Staff. 

I  would  also  say  that  because  DOD  is  so  large,  there  are  other 
leaders  throughout  the  Department.  For  example,  commanders  or 
directors  of  large  organizations  who,  as  top  management  of  that  or- 
ganization, can  take  on  the  lead  to  make  some  changes  within  their 
organization.  We  applaud  all  efforts  and  all  levels  in  the  depart- 
ment to  accomplish  any  business  process  reengineering. 

Chairman  ROTH.  Part  of  the  problem  is  the  size  of  Government. 
As  you  say,  the  Department  of  Defense  is  so  huge.  How  do  you 
make  certain  that  progress  is  being  made  in  all  operations?  You 
have  got  the  Army,  you  have  got  the  Navy,  you  have  got  the  Air 
Force,  you  have  got  the  Marines.  How  do  you  provide  the  incen- 
tives? 

For  example,  it  is  said  in  procurement  that  you  have  got  17,  18 
levels  of  bureaucracy  because  of  in  the  old  days  of  shuffling  papers 
around.  That  is  no  longer  necessary.  A  substantial  savings  can  be 
made.  How  do  we  get  the  cooperation  of  those  people  who  may  be 
seeing  their  own  jobs  disappear? 

Ms.  Kendall.  Well,  I  would  like  to  say  that  in  the  Department 
of  Defense  probably  we  have  a  unique  motivation,  and  that  is  that 
our  soldiers,  sailors,  airmen  and  Marines  have  their  lives  on  the 
line.  I  talked  about  the  medical  regulating.  Certainly,  there  is  a 
real  effort  to  make  improvements  in  that  area. 

I  would  say  we  have  another  motivator,  and  that  is  over  the  last 
10  years  the  Department  of  Defense's  budget  has  rapidly  declined. 
So,  again,  we  have  a  real  incentive  to  accomplish  our  missions  with 
reduced  dollars.  As  Mr.  Newstrom  said,  it  is  very  important  to  get 
the  line  managers  involved  and  have  their  buy-in  to  make  these 
changes  happen.  These  people  are  trying  to,  and  genuinely  do  usu- 
ally want  to  make  things  work  smoother  and  better.  I  think  there 
is  a  lot  of  self-motivation  throughout. 

Chairman  ROTH.  Mr.  Kavanagh,  were  there  any  human  resource 
or  personnel  issues  you  had  to  overcome?  How  extensive  was  the 
training  provided  to  the  employees  who  would  be  working  in  the 
new  system,  and  did  you  have  training  requirements  for  the  four 
carriers  to  ensure  proper  implementation? 

Mr.  Kavanagh.  Yes,  we  did,  Mr.  Chairman.  The  real  personnel 
issues  were  at  the  four  regional  carriers  that  we  contracted  with 
that  performed  the  function  of  processing  and  paying  durable  medi- 
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cal  equipment  claims.  Once  those  contracts  were  awarded,  they 
were  responsible  for  hiring  staff  and  then  training  those  staff,  cer- 
tainly, in  the  new  systems  that  they  had  established,  the  electronic 
claims  process,  and  then  more  specialized  courses  for  individual 
employees  on  coding  or  review  processes. 

We  also  had  extensive  training  of  the  supplier  community.  They 
actually  developed  a  manual  and  went  around  in  each  State  and 
had  extensive  training  of  individual  suppliers  at  seminars  around 
the  State  to  educate  them  about  the  new  procedures  and  processes. 

Chairman  RoTH.  I  would  be  interested  in  who  in  the  HCFA  staff 
did  you  involve  in  the  reengineering.  By  that  I  mean  did  your 
working  group  include  non-supervisory  employees  as  well  as  man- 
agers? How  did  you  decide  on  or  choose  the  team  who  would  rede- 
sign the  process  and  system? 

Mr.  Kavanagh.  It  absolutely  included  non-supervisory  employ- 
ees. In  fact,  the  team  that  was  put  together  was  really  a  cross-func- 
tional team  of  various  parts  of  the  Health  Care  Financing  Adminis- 
tration, including  the  pohcy  component,  the  operations  component, 
and  our  regional  offices  that  were  involved  in  working  directly  with 
the  contractors. 

I  would  say  that,  you  know,  the  initial  decision  to  go  to  the  re- 
gional carriers  was  certainly  something  that  had  top  support  in  our 
organization,  but  once  that  decision  was  made,  most  of  the  deci- 
sionmaking was  made  at  very  low  levels  in  the  organization  be- 
cause those  people  were  empowered  and  understood  what  direction 
we  were  trying  to  go  in  serving  beneficiaries  and  making  sure  that 
Medicare  dollars  were  spent  appropriately. 

Chairman  RoTH.  Let  me  ask  you  the  other  side  of  the  question. 
How  high  up  the  organization  ladder  was  the  involvement? 

Mr.  Kavanagh.  There  was  certainly  involvement  of  the — ini- 
tially, the  Secretary  approved  this  regionalization,  and  certainly 
the  administrator  was  kept  up  to  date  on  an  ongoing  basis.  But 
once  the  initial  decision  was  made  to  reengineer,  I  guess  the  re- 
sponsibility and  the  accountabihty  was  really  at  the  bureau  direc- 
tor level. 

Chairman  ROTH.  How  did  this  whole  process  become  instituted? 

Mr.  Kavanagh.  The  process  began — really,  we  listened  at  con- 
cerns. We  looked  at  correspondence.  We  had  meetings  with  sup- 
plier organizations,  beneficiary  organizations.  We  certainly  got  a 
number  of  consultations  and  reports  fi-om  our  inspector  general  and 
the  Greneral  Accounting  Office  about  concerns  that  they  had  about 
the  durable  medical  equipment  benefit,  and  we  came  up  with  a 
process  for  reengineering  what  we  were  doing  in  durable  medical 
equipment. 

Chairman  ROTH.  Let  me  ask  you  this.  Were  there  any  statutory, 
regulatory  problems,  barriers,  to  designing  and  implementing  the 
new  system? 

Mr.  Kavanagh.  There  really  weren't  any  barriers  to  designing 
the  system.  We  did  write  a  regulation  to  change  the  jurisdiction  of 
claims  and  a  regulation  to  require  all  suppliers  to  meet  certain  re- 
quirements, to  get  a  supplier  number.  One  thing  that  we  are  still 
interested  in  doing  and  haven't  accomplished  yet  is  we  would  like 
to  move  home  health  agency  durable  medical  equipment  claims  to 


131 

these  regional  carriers  because  we  think  it  would  be  more  efficient, 
and  we  do  need  a  statutory  change  to  do  that. 

Chairman  ROTH.  Ms.  Kendall,  the  migration  strategy  and  the 
Defense  Department's  Corporate  Information  Management  initia- 
tive appears  to  be  a  way  to  standardize  the  Defense  Department 
in  line  with  one  DOD  organization  existing  approach.  We  under- 
stand that  the  department  is  currently  evaluating  all  existing  De- 
fense information  management  systems  in  order  to  identify  the 
best  of  these  as  a  standard.  What  assurances  do  we  have  that  any 
of  these  systems  will  effectively  support  the  reengineered  proc- 
esses? 

Ms.  Kendall.  If  you  will,  we  have  two  tacks.  One  is  looking  at 
business  process  reengineering.  The  migration  systems  are  looking 
at  our  existing  processes  in  place.  We  are  looking  at  improvements 
in  the  cost  of  maintaining  these  multiple  systems,  as  well  as  look- 
ing at  ways  where  one  system  may  provide  more  advantages  over 
another.  If  we  use  one  instead  of  many,  we  may  bring  in  some  im- 
proved practices  in  other  areas. 

We  are  looking  to  the  leadership  in  each  of  the  functional  areas 
to  make  those  decisions  on  how  to  proceed.  For  example,  in  the  fi- 
nancial area  the  Comptroller  is  leading  the  efforts  to  decide  what 
is  the  best  way  to  proceed  with  respect  to  migration  systems,  as 
well  as  making  changes  in  the  way  they  do  business.  As  we  make 
the  migration  system  decisions,  we  do  document  those  or  validate 
those  decisions  with  a  functional  economic  analysis  to  show  that  we 
are  making  improvements  and  saving  dollars  as  we  proceed. 

Chairman  RoTH.  A  lot  of  talk  has  been  made  about  the  need  of 
having  cooperation  from  all  the  employees.  Has  that  been  a  prob- 
lem in  the  Department  of  Defense?  Is  there  fear  that  the  changes 
will  mean  their  jobs? 

Ms.  Kendall.  Absolutely.  There  are  jobs  on  the  line.  There  are 
people  who  are  being  separated  from  the  Department  of  Defense 
and  we  know  that  is  going  to  happen.  We  do  have  to  work  very 
hard  to  mitigate  the  concerns  and  the  impact  on  our  employees  as 
we  do  downsizing. 

I  can  share  with  you  an  example  that  we  have  had  in  the  De- 
fense Information  Systems  Agency  where  we  have  had  a  fair 
amount  of  downsizing  associated  with  our  consolidation  of  data 
processing  centers.  They  worked  very  hard  to  be  very  open  with  the 
employees  about  what  was  happening  and  when  it  was  going  to 
happen.  They  worked  with  the  employees  and  the  local  commu- 
nities to  work  on  job  placement  either  within  the  local  community 
or  other  places  in  the  Department.  But  you  are  right,  sir,  that  is 
a  very  difficult  issue  dealing  with  employees  worried  about  losing 
their  jobs. 

Chairman  RoTH.  Mr.  Newstrom,  do  you  have  any  suggestions  of 
how  to  deal  with  that  problem? 

Mr.  Newstrom.  I  certainly  can't  hire  them  all.  [Laughter.] 

There  are  a  couple  of  things  that  come  to  mind.  First  of  all,  this 
is  not  a  government  issue.  This  is  an  issue  that  private  industry, 
as  well  as  government,  deals  with.  As  we  go  through  restructuring, 
as  we  go  through  the  redefinition  of  how  we  do  our  business,  there 
are  going  to  be  a  lot  of  people  displaced. 
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As  you  drive  home  tonight,  most  every  one  of  us  will  pass  a  store 
that  has  a  blue  sign  with  yellow  lettering,  and  it  is  Blockbuster 
Video.  Those  employees  do  not  have  a  career  in  the  way  they  have 
it  today.  They  will  not  rent  videotapes  any  longer.  I  suggest  there 
are  some  employees  that  sit  in  DOD,  I  suggest  there  are  some  em- 
ployees that  sit  within  HCFA  and  there  are  employees  in  EDS  that 
are  doing  "Blockbuster-type"  activities  today  that  are  gone  in  the 
future. 

Our  challenge  as  a  company,  and  I  suggest  the  challenge  of  Grov- 
ernment  is  to  take  the  skill  sets  that  are  there,  apply  them  where 
they  are  applicable,  then  take  the  workforce,  take  the  people  who 
are  there  and  apply  them  to  the  new  ways  of  doing  business.  I  am 
not  suggesting  that  there  won't  be  some  casualties  in  this  whole 
thing.  For  us  to  be  competitive  in  the  future,  some  will  occur,  but 
the  resources  that  are  there  need  to  be  retrained  and  reskilled  to 
the  processes  that  will  continue  to  make  us  grow  as  a  corporation, 
as  well  as  the  things  that  are  being  done  in  Government. 

Chairman  RoTH.  Well,  we  all  hope  that  the  impact  can  be  han- 
dled in  a  compassionate  way  through  attrition,  of  course,  and  pos- 
sibly buyouts  or  early-outs,  but  I  think  that  is  a  major  problem. 

Let  me  just  ask  you  one  more  question,  Ms.  Kendall.  The  GAO 
reported  to  me  in  early  January  that  the  Defense  Department  Cor- 
porate Information  Management  initiative  is  at  risk  of  wasting  sev- 
eral billion  dollars  per  year  because  there  is  very  little  focus  on  re- 
forming key  management  processes. 

What  steps  has  the  Pentagon  leadership  taken  to  ensure  that  the 
Defense  Department  is  not  just  buying  computers  to  automate  ex- 
isting processes?  That  seems  to  be  one  of  the  general  complaints. 

Ms.  Kendall.  Well,  let  me  start  from  the  top  in  terms  of  our  re- 
cent CIM  strategic  plan  that  was  signed  by  the  Deputy  Secretary 
last  June.  We  wanted  to  start  from  the  top  and  say  here  is  our 
strategic  plan.  We  are  now  going  out  to  the  functional  areas.  My 
boss  just  recently  signed  a  letter  asking  for  strategic  plans  in  those 
functional  areas.  Again,  this  is  driving  toward  what  it  is  we  are 
trying  to  accomplish  in  those  individual  mission  areas.  Ultimately, 
we  can  ensure  the  technology  is  supportive  of  those  broad  top-level 
goals. 

The  other  area  where  we  make  sure  that  we  are  not  wasting  dol- 
lars on  information  technology,  is  we  have  a  very  stringent  over- 
sight process  in  the  Department  of  Defense  for  reviewing  automa- 
tion systems  as  they  go  through  individual  milestones.  We  are  con- 
tinuing to  use  that  process  of  oversight. 

Chairman  ROTH.  Well,  I  want  to  thank  each  and  every  one  of  you 
for  being  here  today.  It  is  extremely  helpful.  We  will  be  interested 
in  any  further  suggestions  or  recommendations  you  may  have  as  to 
how  we  can  better  utilize  modern  technology  as  an  enabler.  Thank 
you  very  much. 

The  record  will  be  held  open  for  further  questions  for  2  days. 

The  Committee  is  adjourned. 

[Whereupon,  at  11:41  a.m.,  the  Committee  was  adjourned.] 
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Mr.  Chairman  and  Members  of  the  Committee: 

I  am  pleased  to  be  here  today  to  discuss  our  comparison  of  the 
incomes  and  poverty  status  of  Aid  to  Families  with  Dependent 
Children  (AFDC)  female-headed  families  and  working  poor  families. 

In  recent  years  a  rapid  growth  in  welfare  caseloads,  concerns 
about  program  costs  and  beneficiaries'  long-term  welfare 
dependence,  and  dissatisfaction  with  current  programs  have  again 
focused  attention  on  the  nation's  welfare  system.   The  debate 
centers  on  AFDC,  which  provides  cash  benefits  to  economically  needy 
families  with  children.  AFDC  caseloads  rose  dramatically  beginning 
in  1989;  in  1993  nearly  5  million  families  were  receiving  over 
$22.3  billion  worth  of  AFDC  benefits.   AFDC  families  also  may  be 
receiving  other  types  of  government  assistance,  including  Medicaid 
and  food  stamps.   AFDC  families  received  an  estimated  $49.6  billion 
worth  of  benefits  from  these  three  programs  in  1993. 

Our  testimony  today  will  focus  on  four  major  points:   (1)  the 
range  of  benefits  that  AFDC  and  working  poor  families  receive,  (2) 
AFDC  families'  incomes  and  poverty  status,  (3)  how  AFDC  families' 
incomes  compare  with  those  of  working  poor  families  not  on  AFDC, 
and  (4)  how  work-related  supports  may  help  AFDC  families  transition 
from  welfare  to  work. 

In  summary,  we  found  that  the  incomes  of  AFDC  families  who 
also  received  benefits,  such  as  food  staiii)S  and  Medicaid,  were 
quite  similar  to  the  incomes  of  families  with  earnings  close  to  the 
minimum  wage.   In  addition,  we  found  that  the  incomes  of  most 
families  in  both  groups  fell  below  the  poverty  line. 

The  information  we  are  presenting  today  is  based  on  data  from 
a  national  household  survey,  the  Census  Bureau's  March  1994  Current 
Population  Survey  (CPS) .  The  CPS  provides  information  not  only  on 
families'  earned  incomes  and  cash  assistance  but  also  has  cash 
equivalents  for  the  following  benefits  provided  to  eligible  low- 
income  people:   Medicaid,  food  start^js,  housing  assistance,'  and 
school  lunches.  We  included  these  four  benefits  in  our  analyses. 
For  ease  of  conparison,  we  focused  our  analyses  on  female-headed 
families  with  two  children,  the  most  common  family  type  receiving 
AFDC. 

LOW- INCOME  FAMILIES'  BENEFITS  VARY  WIDELY 

The  AFDC  program  is  jointly  funded  by  the  federal  government 
and  the  states .   Federal  funds  pay  from  50  to  80  percent  of  AFDC 
benefit  costs  and  50  percent  of  administrative  costs.   The  states 
define  benefit  need,  set  their  own  benefit  levels,  establish 
(within  federal  limitations)  income  and  resource  limits,  and 


^The  Census  Bureau  calculates  cash  equivalents  for  both  public 
housing  and  Section  8  rental  assistance. 
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administer  the  program.   As  a  result,  AFDC  monthly  benefits  vary 
among  states--from  Mississippi,  where  a  family  of  three  received 
$120  as  of  January  1994,  to  Alaska,  where  the  monthly  benefit 
totaled  $923.   Moreover,  AFDC  benefits  generally  increase  with 
family  size. 

To  be  eligible  for  AFDC  benefits,  recipients  must  generally 
have  monthly  family  incomes  that  are  well  below  the  poverty  line.^ 
For  example,  the  poverty  threshold  for  a  family  of  three  is  $1,027 
in  monthly  income;  many  states  have  income  eligibility  cutoffs  that 
are  less  than  half  that  amount. 

AFDC  families  may  also  be  eligible  for  noncash  benefits,  such 
as  housing  assistance  and  food  stamps.   The  value  of  such  noncash 
assistance  generally  does  not  count  in  determining  AFDC 
eligibility.   However,  the  Food  Stamp  Program  does  consider  AFDC 
payments  to  be  countable  income,  and  reduces  the  food  stamp  benefit 
by  .30C  for  each  $1  of  countable  cash  income. 

AFDC  Families  More  Likelv  to  Receive 
Certain  Noncash  Benefits 

Most  AFDC  families  receive  noncash  assistance  from  at  least 
one  program.   However,  the  extent  to  which  they  participate  in 
these  programs  may  vary.   For  example,  AFDC  families  are 
automatically  eligible  for  Medicaid.   As  with  AFDC,  states  design 
and  administer  their  Medicaid  programs  within  federal  guidelines. 
As  a  result,  the  types  and  scope  of  benefits  offered,  and  the 
amounts  paid  for  services,  vary  considerably  from  state  to  state. 
The  Food  Stamp  Program,  on  the  other  hand,  is  fully  federally 
funded  and  has  uniform  program  rules  in  the  contiguous  48  states;' 
a  three-person  family  with  comparable  income  generally  receives  the 
same  level  of  assistance  nationwide.   Most  AFDC  families  qualify 
for  and  receive  food  stamps. 

AFDC,  Medicaid,  and  food  stamps  are  entitlements --everyone  who 
qualifies  and  applies  for  assistance  receives  it.   In  contrast, 
funding  for  housing  assistance,  another  low- income  benefit,  is 
limited.  Moreover,  housing  assistance  is  not  equally  available  in 
all  parts  of  the  country  or  even  within  some  states.   As  figure  1 
shows,  only  about  37  percent  of  AFDC  families  reported  receiving 
housing  assistance  in  1993. 


^Under  the  official  definition  of  poverty,  a  family  is  considered  ' 
to  be  living  in  poverty  if  its  annual  cash  income  is  below  the 
threshold  believed  necessary  for  that  family  to  purchase  a  minimum 
standard  of  living.   Under  this  definition,  cash  income  includes 
pretax  earnings  and  government  cash  transfers,  such  as  AFDC 
benefits,  but  excludes  the  value  of  noncash  benefits. 

'Food  stamp  benefits  are  higher  in  Alaska  and  Hawaii. 
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Figure  1: AFDC  Families  Participatina  in  Noncash  Benefit  Proarains 

(1993) 
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All  families  are  shown  as  participating  in  Medicaid  because  of 
their  automatic  eligibility,  although  not  all  may  receive  medical 
care  in  a  given  month. 

AFDC  families  included  are  female-headed  with  two  children. 


Source:   March  CPS,  1994. 

Some  AFDC  Families  Have  Earned  Income 

AFDC  program  rules  allow  recipients  to  work  and  earn  income; 
however,  AFDC  benefits  are  gradually  reduced  and  ultimately 
eliminated  as  recipients'  earnings  increase.  While  most  AFDC 
families  report  no  earnings,  some  AFDC  family  heads  do  work  while 
receiving  welfare.   About  6  percent  of  women  worked  while  receiving 
AFDC,  according  to  1992  AFDC  administrative  data.  These  data  may 
understate  workforce  participation,  because  studies  have  suggested 
that  AFDC  recipients  may  underreport  occasional  or  irregular  work 
while  receiving  AFDC  benefits  because  reporting  earnings  may  lower 
or  cause  them  to  lose  AFDC  benefits.   Using  a  different  measure, 
CPS  data  showed  a  higher  proportion  of  women  working--38  percent  in 
1993.   However,  CPS  data  measure  women  who  received  AFDC  at  any 
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time  during  1993  and  who  also  worked  sometime  during  that  year.* 
This  measure,  thus,  includes  women  who  may  have  worked  part  of  the 
year  and  received  AFDC  only  when  they  were  not  working. 

Working  Poor  Families  Mav  Receive 
Some  Public  Assistance 

The  working  poor  families  in  our  analysis'  were  not  receiving 
AFDC  benefits.   However,  such  families  may  be  eligible  for  and 
receiving  other  types  of  assistance.   For  example,  a  three-person 
family  could  have  a  gross  monthly  income  over  $1,200  and  be 
eligible  for  a  small  food  stamp  benefit.'  The  same  family  could 
have  a  monthly  income  as  high  as  $3,000  and  still  receive  housing 
assistance.   Of  the  working  poor  families  we  studied,  about  22 
percent  received  food  stamps,  and  about  12  percent  received  housing 
assistance.' 

Low-income  families  with  earnings,  including  AFDC  families, 
are  also  eligible  for  the  Earned  Income  Tax  Credit  (EITC) .   This 
refundable  tax  credit  was  recently  expanded  to  make  the  credit  more 
generous  for  low-income  workers.   When  the  expanded  provisions  are 
fully  implemented  in  1996,  a  parent  with  two  children  who  earns 
$8,900  annually--an  income  just  slightly  above  the  minimum  wage-- 
would  receive  the  maximum  credit  of  $3,560.   This  credit  would  be 
reduced  beginning  with  an  income  of  $11,620  and  fully  phased  out  at 
a  $28,524  income. 

MOST  AFDC  FAMILIE.q-  INCOMES  AND  BRNKFTTS 
ARE  BELOW  THE  POVERTY  T.TNK 

Developing  dollar  estimates  of  AFDC  families'  incomes  that 
include  noncash  benefits  requires  obtaining  cash  equivalents  for 
these  benefits.  However,  cash  equivalents  are  more  readily 
available  and  more  widely  accepted  for  some  forms  of  noncash 
assistance  than  others.  Attaching  a  dollar  value  to  Medicaid 
benefits  is  especially  complex  and  controversial. 


*CPS  data  measure  whether  women  receiving  AFDC  for  all  or  some  part 
of  a  given  year  worked  at  any  point  during  that  year. 

-For  this  analysis,  we  defined  working  poor  as  non-AFDC  female- 
headed  families  of  three,  in  which  the  family  head  worked  full  time 
for  a  full  year  and  earned  up  to  1-1/4  times  the  minimum  wage  or 
$921  per  month. 

'An  eligible  family  of  three  could  receive  as  little  as  $2  and  as 
much  as  about  $80  per  month. 

'Sampling  errors  at  the  95-percent  confidence  level  are  about  plus 
or  minus  12  percentage  points  for  food  stamps  and  about  plus  or 
minus  9  percentage  points  for  housing  assistance. 
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AFDC  Families'  Median  Income.  Excluding  Medicaid. 
Is  Well  Below  Poverty  Line 

To  separately  demonstrate  the  effects  of  cash  and  noncash 
assistance  on  family  incomes,  we  developed  median  income  and 
relative  poverty  measures  both  excluding  and  including  noncash 
assistance.   Accounting  only  for  cash  assistance  and  earnings/ 
AFDC  families'  median  monthly  income  in  1993  was  only  $401--well 
below  the  poverty  threshold  of  $1,027  for  a  family  of  three.   Using 
this  measure,  nearly  two-thirds  of  the  AFDC  families  were  below  50 
percent  of  the  poverty  line.   Including  noncash  benefits  (except 
Medicaid)  raised  their  median  monthly  income  50  percent,  to  $605. 
However,  most  families'  incomes  remained  well  below  the  poverty 
line. 


'Earnings  include  salary  and  wages,  self -employment  earnings,  and 
farm  income.   We  added  the  EITC  in  our  earnings  measure  and 
subtracted  Social  Security  payroll  taxes.   The  Census  Bureau 
computes  EITC  amounts  for  low-income  families;  the  CPS  does  not 
contain  information  on  the  numbers  of  families  actually  receiving 
this  credit. 
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Figure  2:   AFDC  Families  Median  Monthly  Incomps  Relative  to   the 
Poverty  Line  (1993) 
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The  EITC  minus  Social  Security  taxes  is  included  in  earnings. 

Noncash  benefits  include  food  stamps,  school  lunches,  and  housing 
subsidies . 

AFDC  families  included  are  female-headed  with  two  children. 

Source:   March  CPS,  1994. 

Including  Medicaid  Benefits  in  Family 
Income  Is  Controversial 

Including  a  value  for  Medicaid  benefits  in  family  income  is 
controversial  because  no  commonly  accepted  valuation  method  exists, 
Moreover,  many  experts  argue  that  counting  the  value  of  medical 
care  as  if  it  were  income  can  be  misleading.'  For  these  reasons. 


'Some  researchers  argue  that,  unlike  food  and  housing  needs,  the 
health  needs  of  families  in  comparable  circumstances  vary 
enormously  depending  on  the  health  status  of  household  members. 
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we  have  presented  median  income  estimates  excluding  Medicaid 
However,  to  show  the  possible  effects  of  Medicaid  benefits  on 
family  income,  we  are  also  presenting  estimates  that  include 
Medicaid. 

We  used  two  different  valuation  approaches  for  Medicaid-- 
fungible'"  and  market  value;"  the  Census  Bureau  has  adopted  the 
fungible  value  approach.   Adding  Medicaid  benefits  increased  AFDC 
families'  median  incomes  to  $633  (fungible)  or  $767  (market). 
While  $767  is  nearly  double  the  median  income  we  estimated  for 
earnings  and  cash  assistance  alone,  this  income  is  still  well  below 
the  poverty  line. 


Moreover,  because  medical  care  prices  are  so  high,  some  families 
who  are  eligible  for  Medicaid  could  theoretically  receive  resources 
above  the  poverty  line  in  medical  benefits  alone. 

'°The  fungible  value  approach  counts  Medicaid  benefits  as  income 
only  to  the  extent  that  they  free  up  resources  that  could  have  been 
spent  on  medical  care.   For  example,  if  family  income  is  not 
sufficient  to  cover  the  family's  basic  food  and  housing 
requirements,  the  fungible  value  methodology  treats  Medicaid  as 
having  no  income  value . 

"The  market  value  is  calculated  by  dividing  actual  expenditures  by 
the  number  of  people  enrolled  in  a  given  risk  class. 
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Figure  3; AFDC  Families  With  Incomes  Below  50  Percent  of  Poverty 

Line  (1993) 
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AFDC  families  included  are  female-headed  with  two  children. 
Source:   March  CPS,  1994. 
WORKING  POOR  FAMILIES  FARE  LITTLE 

BETTER  THAN  AFDC  FAMILIES 

To  determine  whether  working  poor  families  not  receiving  AFDC 
had  higher  incomes  than  AFDC  families,  we  analyzed  the  income  and 
noncash  benefits  a  working  poor  family  receives.   Although  working 
poor  families  with  full  time,  full  year  earnings  up  to  1-1/4  times 
the  minimum  wage--$921  a  month — did  have  higher  median  incomes  than 
AFDC  families,  many  were  still  below  the  poverty  line.  Moreover, 
our  analysis  did  not  include  work-related  expenses,  such  as  child 
care,  which  could  be  significant  for  these  families.   Accounting 
for  these  expenses  could  possibly  increase  the  number  of  working 
poor  families  that  could  be  financially  worse  off  than  some  AFDC 
families . 


As  we  noted  earlier,  some  working  poor  families  also  received 
noncash  public  assistance  such  as  food  stamps.  We  estimated  their 
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median  incomes  both  excluding  and  including  these  benefits,  as  we 
did  for  AFDC  families.   Using  earned  income  only,  working  poor 
families'  median  monthly  income  was  $819--about  $50  higher  than  the 
highest  estimate  of  AFDC  families'  income.   When  noncash  benefits, 
including  health  benefits,  were  added,  these  families'  median 
monthly  income  rose  to  $926  per  month.   As  figure  4  shows,  working 
poor  families'  median  monthly  income  was  nearly  $160  higher  than 
that  of  AFDC  families  when  noncash  assistance  was  included.   Even 
with  these  benefits  added,  over  70  percent  of  working  poor  families 
had  incomes  below  the  poverty  line. 

Figure  4:   Comparison  of  AFDC  and  Working  Poor  Families'  Median 
Monthlv  Income  (1993) 
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Cash  income  includes  the  EITC  minus  Social  Security  taxes. 

For  working  poor  families,  the  employer  contribution  to  health 
insurance  was  included  along  with  the  Medicaid  values. 

AFDC  families  included  are  female-headed  with  two  children. 

Source:  March  CPS,  1994. 
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Work-Related  Expenses  Mav  Be  Significant 

While  working  poor  families  had  a  median  monthly  income  higher 
than  AFDC  families',  working  poor  families  may  incur  significant 
work-related  expenses.   These  expenses  may  adversely  impact  their 
ability  to  stay  employed.   In  taking  paid  employment,  workers  often 
incur  additional  expenses,  such  as  the  costs  of  tools  or  uniforms, 
travel  to  their  workplaces,  or  paid  child  care.   For  example,  child 
care  costs  can  be  a  significant  portion  of  low-income  working 
families'  budgets.   Working  poor  families  with  child  care  costs 
spent  on  average  $260  a  month  for  child  care  in  1991,  according  to 
a  Census  Bureau  survey. 

WORK-RELATKn    .SUPPORTS    MAY    HELP 
TRANSITION    FROM   WELFARE    TO   WORK 

The  two  types  of  families  we  examined,  AFDC  families  and 
working  poor  non-AFDC  families,  are  frequently  the  same  families 
observed  at  different  points  in  time.   Many  low-income  families  go 
on  and  off  the  welfare  rolls  because  of  events  that  affect  their 
ability  to  work  at  a  particular  time--for  example,  changes  in 
availability  of  a  job,  child  care  arrangements,  health  of  children, 
and  access  to  affordable  transportation.   Nearly  64  percent  of 
welfare  recipients  leave  AFDC  within  2  years;  however,  between  two- 
thirds  and  three-fourths  of  those  who  leave  AFDC  return  within  a  5- 
year  period,  according  to  a  recent  study. '^ 

When  AFDC  recipients  move  into  the  workforce,  they  generally 
work  at  low  paying  jobs  and  incur  the  types  of  job-related  expenses 
mentioned  earlier.   Some  discussions  of  changes  in  the  welfare 
system  have  incorporated  ideas  about  how  to  reduce  the  number  of 
working  poor  who  return  to  welfare,  in  addition  to  concentrating  on 
ways  to  get  jobs  for  welfare  recipients.   Our  recent  child  care 
study"  found  that  one  work-related  support--child  care  subsidies-- 
can  help  women  on  welfare  move  into  the  workforce  and  stay  there. 
For  example,  providing  a  full  subsidy  to  mothers  who  pay  for  child 
care  could  increase  the  number  of  poor  mothers  who  work  from  29  to 
44  percent. 

A  second  work-related  support--the  EITC--may  also  help  women 
stay  in  the  workforce.   A  low-wage  worker  can  substantially 
supplement  her  family  income  with  the  EITC.   When  fully  implemented 
in  1996,  the  EITC  would  provide  a  woman  with  two  children  who  works 
full  time  at  the  minimum  wage--$737  per  month--an  income  above  the 


^^LaDonna  A.  Pavetti,  'The  Dynamics  of  Welfare  and  Work:   Exploring 
the  Process  by  Which  Women  Work  Their  Way  Off  Welfare.'  (Harvard 
University,  May  1993). 

"Child  Carg; child  Care  Subsidies  Increase  Likelihood  That  Low- 
Income  Mothers  Will  Work  (GAO/HEHS-95-20,  Dec.  30,  1994). 
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poverty  line.   The  EITC  would  add  nearly  $300  to  her  gross  monthly 
income,  for  a  monthly  total  of  $1,033. 

These  work-related  supports  could  become  more  important  under 
welfare  reform.  Most  proposed  reforms  call  for  moving  hundreds  of 
thousands  of  parents  from  welfare  to  work.   Work-related  supports, 
such  as  the  child  care  subsidy  and  EITC,  could  serve  as  important 
factors  in  helping  these  former  welfare  recipients  remain  in  the 
workforce  and  preventing  non-AFDC  working  poor  families  from 
becoming  welfare  dependent. 

CONCLUSIONS 

The  median  monthly  income  of  AFDC  three-person  families--a 
female  head  with  two  children--was  below  'the  poverty  line,  even 
when  noncash  benefits  were  added  in.   Working  poor  non-AFDC 
families'  median  income  was  higher--$926  as  compared  with  $767  for 
AFDC  families--but  still  below  the  poverty  line.  Moreover,  low- 
wage  workers  may  incur  significant  job-related  costs,  such  as  child 
care,  which  could  increase  the  number  of  them  financially  worse  off 
than  some  AFDC  families.   Two  public  supports  available  to  low- 
income  workers--child  care  subsidies  and  the  EITC- -can  be  important 
factors  in  helping  women  join  and  stay  in  the  workforce.   These 
supports  may  become  more  important  under  welfare  reform,  as 
policymakers  seek  changes  to  move  more  welfare  recipients  from 
welfare  to  work. 


Mr.  Chairman,  that  concludes  my  prepared  statement.  At  this 
time,  I  will  be  happy  to  answer  any  questions  you  or  other  members 
of  the  Committee  may  have. 


For  more  information  on  this  testimony,  please  call  Cynthia  M. 
Fagnoni,  Assistant  Director,  at  (202)  512-7202,  or  Annette 
Graziani  Lozen,  Evaluator,  at  (313)  256-8056.   Other  major 
contributors  include  Ron  Vieregge,  Evaluator;  Robert  DeRoy, 
Assistant  Director;  Paula  Bonin,  Senior  Computer  Analyst . 
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RELATED  GAP  PRnnrTCT.q 

Welfare  to  Work: AFDC  Training  Program  Spends  Billions,  bun  Not. 

Well  Focused  on  Employment   (GAO/T-HEHS-95-51,  Jan.  10,  1995). 

Child  Care; child  care  Subsidies  Increase  Likelihood  That  r.ow- 

Income  Mothers  Will  Work   {GAO/HEHS-95-20,  Dec,  1994). 

Welfare  to  Week: current  AFDC  Program  Not  Sufficiently  Focu.qed  on 

Employment   (GAO/HEHS-95-28,  Dec.  19,  1994). 

Child  Care: Promoting  Quality  in  Family  Child  Care   (GAO/HEHS-95- 

36,  Dec.  7,  1994) . 

Child  Care: current  System  Could  Undermine  Goals  of  Welfare  Reform 

(GAO/T-HEHS-94-238,  Sept.  20,  1994). 

Welfare  to  Work: JOBS  Automated  Systems  Do  Not  Focus  on  Program's 

Employment  Ob-jective  (GAO/AIMD-94-44,  June  8,  1994)  . 

Families  on  Welfare; sharp  Rise  in  Never-Married  Women  Reflects 

Societal  Trend  (GAO/HEHS-94-92,  May  31,  1994). 

Families  on  Welfare: Teenage  Mothers  Least  Likelv  to  Become  Self- 

Sufficient  (GAO/HEHS-94-115,  May  31,  1994). 

Families  on  Welfare: Focus  on  Teenage  Mothers  Could  Enhance 

Welfare  Reform  Efforts  (GAO/HEHS-94-112 ,  May  31,  1994). 

Child  Care: — working  Poor  and  Welfare  Recipients  Face  Service  Gaps 
(GAO/HEHS-94-87,  May  13,  1994). 

Multiple  Employment  and  Training  Programs:  Maior  Overhaul  Is 
Needed  (GAG/T-HEHS-94-109,  Mar.  3,  1994). 

Child  Care  Quality: states'  Difficulties  Enforcing  Standards 

Confront  Welfare  Reform  Plans  (GAO/T-HEHS-94-99,  Feb.  11,  1994). 

Tax  Policy; Earned  Tax  Credit:  Design  and  Administration  Could  Re 

Improved  (GAO/GGD-93-145)  . 

Self-sufficiency; — opportunities  and  Disincentives  on  the  Road  to 
Economic  Independence  (GAO/HRD-93-23,  Aug.  6,  1993). 

welfare  to  WorK: states  serve  Least  Job-Ready  While  Meeting  JOBS 

Participation  Rates  (GAO/HRD-93-2 ,  Nov.  12,  1992). 

Welfare  to  Work; implementation  and  Evaluation  of  Transitional 

Benefits  Need  HHS  Action  (GAO/HRD-92-118,  Sept.  29,  1992). 

Poverty  Trends.  193Q-8ff; changes  in  Family  Composition  and  Income 

Sources  Among  the  Poor  (GAO/PEMD-92-34,  Sept.  10,  1992). 
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MPther-QnlY  Families: low  Earnings  Win  Keep  Many  Children  i  r| 

Poverty  (GAO/HRD-91-62,  Apr.  2,  1991)  . 

Wel£are: income  and  Relative  Poverty  Status  of  AFDC  Fami 1 i ps 

(GAO/HRD-88-9,  Nov.,  1987). 

WQCK  and  Welfare: current  AFDC  Programs  and  Impli rat  ions  for 

Federal  Policy  (GAO/HRD-87-34,  Jan.  29,  1987). 

Public  Assistance  Benefits  Vary  Widely  From  State  To  state.  Rni- 
Generallv  Exceed  The  Poverty  Line   {GAO/HRD-81-6,  Nov.  14,  1980) 
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STATEMENT  OF  THE  HONORABLE  CARROLL  CAMPBELL 

JANUARY  25  1995 

BLOCK  GRANTS  AND  WELFARE  REFORM 

BEFORE  THE  SENATE  GOVERNMENTAL  AFFAIRS  COMMITTEE 


In  one  of  my  last  acts  as  Governor  of  South  Carolina  two  weeks  ago,  I  was  pleased 
to  announce  federal  approval  of  a  welfare-to-work  demonstration  project  my  state  had 
been  seeking  for  more  than  six  months. 

I  only  wished  we  could  have  announced  it  earlier. 

Our  project  is  a  relatively  modest  4-county  demonstration  emphasizing  work  and 
family  responsibility.  We  asked  the  federal  government  to  allow  us  to  enter  into  reciprocal 
agreements  with  welfare  clients,  including  intact  families,  requiring  them  to  take  care  of 
their  children  by  ensuring  they  attend  school  and  receive  immunizations,  and  to  take  care 
of  themselves  by  requiring  they  participate  in  training  or  education  leading  to  a  job. 
Under  the  program,  if  clients  don't  meet  the  terms  of  the  contract,  we  proposed  the  loss  of 
all  AFDC  benefits  to  the  family.  H-H-S  allowed  the  full-family  AFDC  cut-off  in  only  two  of 
our  four  counties;  in  the  other  two,  only  the  adult  may  lose  benefits. 

In  South  Carolina,  an  adult-only  welfare  payment  is  very  low.  What  we  have  found 
is  that  the  welfare  payment  for  the  adult  alone  is  not  a  sufficient  incentive  to  live  up  to  the 
other  requirements.  If  H-H-S  were  serious  about  reform,  Mr.  Chairman,  the  agency  would 
have  allowed  our  modest  initiative. 

Given  the  breadth  of  what  is  being  discussed  today,  our  waiver  is  relatively  modest. 
Yet  it  still  took  months  of  negotiations  with  H-H-S  and  we  still  saw  significant  cutbacks  in 
our  proposals  before  the  federal  government  saw  fit  to  let  us  proceed. 

Mr.  Chairman,  the  South  Carolina  experience  is  proof  positive  that  states  need  the 
freedom  to  move  more  quickly  to  reform  and  re-invent  welfare.  H-H-S  told  us  we  had 
gotten  fast-track  approval;  many  states  are  waiting  a  year  or  more  for  their  waivers  if  they 
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are  approved  at  all.  And,  if  South  Carolina  had  to  scale  back  our  4-county  demonstration 
project,  it  is  easy  to  imagine  that  state-wide  projects  will  be  nearly  impossible  to  enact. 

I  am  very  pleased  that  this  Congress  is  prepared  to  enact  radical  changes  to 
welfare  --  hopefully  far  beyond  tinkering  around  the  margins  with  waivers.    There  seems 
to  be  nearly  universal  agreement  that  America's  anti-poverty  policy  --  with  welfare  as  its 
centerpiece  -  is  not  working.  Recipients  are  locked  into  a  cycle  of  poverty  as  handouts 
foster  dependency,  discourage  marriage  and  don't  expect  or  encourage  a  person  to  work. 

But,  while  we  can  all  agree  that  changes  should  be  made,  the  exact  nature  of  the 
needed  changes  is  more  problematic.  Generally,  we  know  that  welfare  or  any  new  anti- 
poverty  program  should  reinforce  the  values  by  which  most  Americans  try  to  live:  work, 
family,  personal  responsibility  and  self-reliance. 

The  House's  Contract  with  America  originally  suggested  some  fairly  specific  ways 
those  objectives  should  be  achieved.  But,  as  many  have  said,  Mr.  Chairman, 
conservative  micromanagement  can  be  just  as  bad  a  liberal  micromanagement.     While  it 
is  a  very  human  desire  for  anyone  to  try  to  put  their  own  philosophical  stamp  on  programs 
that  they  help  to  pay  for,  the  fact  is  that  those  of  us  who  have  actually  run  these  programs 
know  all  too  well  that  the  intractable  problems  we  are  dealing  with  do  not  lend  themselves 
to  purely  philosophical  solutions.  We  have  got  to  deal  in  the  real  world,  where  there  is  no 
one-size-fits-all  solution. 

Many  Governors  have  been  working  with  Congress  to  develop  a  workable 
proposal  for  block  granting  some  or  all  social  service  spending.  It's  an  idea  that  we  have 
been  discussing  for  some  years  and  an  idea  whose  time  has  perhaps  now  come.  Block 
granting  is  attractive  to  Congress  -  if  done  as  an  entitlement  to  the  states  rather  than  an 
individual  entitlement,  it  provides  federal  budgetary  certainty.    It  is  also  attractive  to  states 
and  Governors,  who  would  like  to  be  freed  from  federal  rules  and  regulations  that  may  or 
may  not  work  in  the  various  states. 
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But  Governors  view  block  granting  with  a  certain  amount  of  justifiable  suspicion. 
Once  you  sever  the  individual  entitlement  to  a  fixed  percentage  of  federal  funding,  states 
are  highly  vulnerable  to  arbitrary  cuts  dictated  by  budgetary  needs.  In  the  case  of  a 
balanced  budget  amendment,  that  concern  becomes  even  more  acute.  Needless  to  say, 
the  demand  for  services  would  not  go  away. 

Nonetheless,  on  balance,  I  am  convinced  that  Congress  is  on  the  right  trail  in 
pursuing  block  grants.  With  minimal  strings  attached,  this  strategy  can  invigorate  and 
energize  the  domestic  policymaking  apparatus  in  the  nation.  As  is  clearly  evidenced  by 
the  number  of  welfare,  Medicaid  and  food  stamp  waiver  requests,  states  and  localities  are 
ready  to  try  new  solutions  and  are  willing  to  be  held  accountable  both  for  budgets  and  for 
results. 

Arriving  at  a  baseline  and  allocation  formula  for  such  a  massive  new  block  grant 
approach  will  not  be  easy.  In  my  judgment,  the  initial  decisions  must  be  based  essentially 
on  protecting  each  state's  status  quo.  Thus,  each  state  would  receive  that  portion  of  the 
block  grant  that  equals  the  portion  of  the  total  federal  spending  received  by  each  state  in  a 
base  year  or  average  of  base  years.  The  amount  would  be  adjusted  each  year  for 
inflation. 

To  the  extent  that  you  really  want  to  block  grant,  what  you  clearly  need  to  avoid  is  a 
formula  fight  that  would  stall  reform  for  months  or  years  or  even  forever. 

If,  as  Congress  is  discussing,  you  provide  additional  flexibility  to  transfer  funds 
among  the  social  services  block  grants,  I  believe  you  would  see  some  extraordinary 
innovations  at  the  state  level.  And  such  flexibility  would  be  another  encouragement  for 
Governors  to  accept  some  kind  of  caps. 

The  decision  is  yours  about  how  many  strings  will  come  with  the  federal 
contribution  to  these  block  grants.  But  my  experience  as  a  Governor  has  convinced  me 
that  the  only  way  we  are  going  to  get  real  cultural  change  is  to  allow  for  freedom  to  test 
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new  ways  of  delivering  services  that  encourage  and,  yes,  require  people  to  move  to 
independence. 

It  is  true  that  Governors  deep  down  would  like  Washington  to  "leave  the  money  on 
the  stump"  and  trust  the  states  to  do  the  right  thing.  And  I  think  states  generally  would. 
But  we  also  respect  that  you  must  be  responsible  stewards  of  the  federal  dollar,  so  we 
know  that  "no  strings"  is  not  a  completely  realistic  attitude. 

But.  Mr.  Chairman,  I  urge  you  not  to  lay  down  a  set  of  rigid  rules  or  uniform 
benchmarks  that  must  be  met  by  states  and  localities.  The  states  are  different  --  in  terms 
of  our  demographics  and  economies  and  our  current  welfare  systems.  These  differences 
demand  goals  that  are  tailored  to  our  own  circumstances.  Each  state  should  be  required 
to  submit  a  state  plan  to  the  Secretary  and  perhaps  there  should  be  some  goals 
enunciated.  You  should  work  with  the  states  to  see  what  is  workable:  tailored  goals 
make  sense  to  me;  arbitrary  sanctions  won't  work. 

The  important  thing  is  for  the  Senate  and  the  Congress  to  work  with  Governors, 
mayors  and  others  in  an  effort  to  design  a  new  pattern  of  federalism.  I  was  committed  to 
this  concept  as  governor;  I'm  committed  to  it  as  a  citizen. 
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Mr.  Chairman  and  Members  of  the  Senate  Committee  on  Government  Affairs,  I  am  Jane  Campbell,  State 
Representative  from  Cleveland,  Ohio,  v^here  I  serve  as  House  Assistant  Minority  Leader  and  am  a 
member  of  the  House  Finance  and  Appropriations  Committee.  I  am  the  President  of  the  National 
Conference  of  State  Legislatures  (NCSL).  I  have  also  served  as  a  member  of  NCSL's  Welfare  Reform 
Task  Force  and  the  State  and  Local  Officials  Advisory  Group  on  Welfare  Reform. 

I  apijear  today  on  behalf  of  NCSL  to  discuss  the  concerns  of  state  legislators  that  need  to  be  addressed  in 
order  to  truly  create  a  new  system  to  foster  independence  and  self-sufficiency  for  all  low-income  families 
and  to  reduce  child  poverty.  My  statement  is  based  on  NCSL's  policy,  "State/Federal  Partnership  for 
Federal  Welfare  Reform",  passed  unanimously  at  our  Annual  Meeting  this  summer.  This  policy  is  the 
result  of  a  bipartisan  consensus  of  our  task  force  on  welfare  reform,  which  examined  this  complex  issue 
for  two  years. 

Mr.  Chairman,  the  nation's  state  legislatures  stand  ready  to  work  with  you  and  members  of  this 
Committee  to  enact  welfare  reform  that  promotes  self-sufficiency,  ends  dependence  and,  ultimately, 
moves  children  out  of  poverty.  We  are  committed  to  working  closely  with  you  to  fashion  legislation  that 
will  give  states  the  authority  to  design  programs  that  meet  local  needs. 

There  is  no  simple  solution,  no  single  answer  to  reforming  our  welfare  system.  A  one-size-nts-all 
or  cookie  cutter  approach  constrains  state  innovation.  It  would  make  more  sense  for  the  federal 
government  to  set  overall  goals  for  the  program,  let  states  design  their  own  programs  and  measure 
our  outcomes  rather  than  our  process.  Too  often  states  are  judged  by  our  ability  to  fill  out  forms 
or  meet  participation  goals  rather  than  our  success  in  moving  children  and  families  out  of  welfare 
and  poverty. 

My  testimony  today  lays  out  how  welfare  might  be  administered  if  states  are  given  block-grant  type 
flexibility    ll  also  specifies  changes  that  must  be  made  should  we  only  be  able  to  amend  current  law  and 
regulations. 

In  Ohio,  eligibihty  workers  have  nearly  4,000  pages  of  federal  regulations  and  2,000  pages  of  clarifying 
regulations  with  which  to  contend.  All  loo  often,  welfare  fraud  is  really  overpayment  due  to  a  worker's 
error  None  of  this  administrative  overload  makes  Amencan  families  stronger  or  moves  children  out  of 
poverty  or  enables  parents  to  support  their  families 

Innovation  gets  stymied  by  federal  rules  and  micromanagement  Ohio  uses  a  uniform  application 
form  for  AFDC.  Food  Stamps,  WIC  and  Medicaid  to  increase  efficiency,  reduce  paperwork  and  move 
toward  one-stop  service.  Our  single  application  form  is  36  pages  with  770  questions.  Federal  rules  and 
sanctions,  however,  force  state  and  local  workers  to  focus  their  efforts  on  passing  audits  rather  than 
providing  services.  Conflicting  rules  for  federal  programs  add  to  the  confusion. 

Mr  Chairman,  1  appreciate  your  willingness  to  examine  the  relationship  between  the  states  and  the 
federal  government  on  welfare  reform    Welfare  reform  should  give  states  the  fiexibility  to 
comprehensively  provide  education,  training  and  employment  for  welfare  recipients  and  improve  child 
support  collections.  Together,  we  can  ensure  that  those  who  work  can  rise  above  poverty. 

True  welfare  reform  will  only  come  in  a  partnership  between  the  federal  government,  states, 
localities,  recipients  and  the  private  sector.  For  state  legislators,  this  means  a  new  welfare  reform 
policy  we  can  implement,  that  takes  into  account  how  state  laws  are  enacted,  that  gives  the  states 
the  flexibility  to  innovate  and  address  local  needs  and  that  does  not  shift  costs  to  the  states. 

Our  current  system  was  created  with  one  goal  in  mind:  to  provide  a  minimum  level  of  support  to 
families,  mostly  widows  and  orphans.  In  other  words,  to  provide  an  inexpensive  way  to  make  sure  that 
poor  children  did  not  starve.  The  system  was  designed  to  support  long-term  dependence  and  efforts  to 
work  or  build  stable  family  relationships  were  considered  fraudulent. 
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Today,  we  expect  our  public  assistance  system  to  serve  a  variety  of  needs  but  we  have  not  changed  its 
basic  design.  Today's  majority  of  children  on  AFDC  are  not  orphans,  they  reside  in  single  parent 
families  with  divorced,  abandoned  or  never-married  mothers.  Most  women  work  outside  the  home  and 
our  economy  has  changed  the  type  of  job  opportunities  available  to  low-skilled  workers.  We  believe 
that  all  recipients  should  work,  yet  the  current  rules  penalize  recipients  who  do. 

We  all  agree  that  reforming  welfare  is  imperative.  We  agree  the  current  system  must  change.  The  public 
hates  it;  recipients  hate  it;  politicians  hate  it;  business  hates  it  and  the  people  who  work  in  the  system 
hate  it.  Yet  we  must  understand  that  the  welfare  reform  debate  that  centers  on  family  and  children  is  a 
small  portion  of  our  expenditures.  The  preponderance  of  our  money  is  spent  on  aged  and  disabled 
people. 

NCSL  strongly  believes  that  concern  for  children  and  their  well-being  must  be  paramount.  But  in 

order  to  support  these  children,  we  must  find  ways  with  dignity  to  enable  their  parents  to  support 
themselves.  We  urge  you  to  act  cautiously  regarding  whole  family  sanctions  so  that  we  do  not  find 
more  children  thrown  into  foster  care  simply  for  economic  hardship.  Why  does  it  make  sense  to  pay 
more  for  someone  else  to  raise  a  child  whose  mother  or  father  loves  them  dearly  and  just  doesn't  have 
funds  to  ratse  them? 

Unfortunately,  there  is  no  quick  fix  for  this  program.  Families  become  destitute  for  a  variety  of 
reasons.  These  include  job  loss,  spousal  abuse,  the  failure  of  our  educational  system,  addiction, 
recession,  and  the  lack  of  child  care  and  other  support  services.  Self-sufficiency  for  these  families  will 
require  a  variety  of  solutions  including  child  support  enforcement,  education  and  training  programs  and 
employment    Additionally,  we  need  to  invest  in  family  formation  and  support.  However,  many  federal 
rules,  such  as  the  100  hour  rule,  work  history  rule  and  the  marriage  penalty,  impede  family 
formation.  I  urge  you  to  allow  states  to  waive  these  requirements  in  their  state  plans. 

Mr.  Chairman,  state  legislators  believe  that  recipients  who  play  by  the  rules  and  leave  public  assistance 
or  those  working  poor  families  who  work  and  struggle  to  tnake  ends  my  meet  should  not  be  worse  off 
than  those  on  welfare.  We  also  hear  too  often  from  mothers  who  leave  public  assistance  for  work  how 
their  first  promotion,  a  ten-cents  per  hour  raise,  often  eliminates  their  eligibility  for  child  care  assistance 
or  how  after  their  transitional  year  of  health  care  benefits,  they  must  return  to  welfare  to  provide  health 
coverage  of  for  their  children.  If  our  goal  is  fostenng  family  independence,  we  must  ensure  that 
employment  is  always  better  than  welfare.  This  includes  part-time  employment. 

INVESTING  IN  FAMILY  INDEPENDENCE 

Welfare  recipients  want  to  work.  Mr.  Chairman,  some  states  have  reached  their  JOBS  federal 
pamcipaiion  rate  on  volunteers  alone. 

Too  often,  people  who  leave  welfare  cycle  back  into  the  system.  The  federal  government  should  give 
the  states  the  flexibility  to  expand  the  amount  that  recipients  earn  without  penalty  of  loss. 

Currently  for  every  dollar  a  welfare  recipient  earns,  she  loses  a  dollar.  By  changing  our  incentive  system 
through  expanding  earned  income  disregards,  increasing  the  asset  limit  and  fill  the  gap  budgeting,  we 
would  change  the  incentives.  A  study  commissioned  by  the  Washington  State  Legislature  found  that 
welfare  recipients  who  work  while  on  AFDC  have  a  much  better  chance  of  long-term  self-sufficiency. 
The  federal  government  should  allow  the  states  to  make  these  changes  without  the  need  for  a  federal 
waiver  application. 

Conflicting  federal  rules  for  AFDC,  Medicaid  and  Food  Stamps  often  dissuade  recipients  to  work. 
NCSL  strongly  supports  efforts  to  simplify  these  rules  and  apply  them  consistently.  We  also  must 
examine  rules  that  may  inadvertently  limit  the  ability  of  recipients  to  work.  Cars  are  a  classic  example.  I 
don't  know  the  last  time  you  tried  to  rely  on  a  $  1 ,500  car  to  get  to  work  -  or  depended  on  a  staff  member 
with  that  car  -  but  I'd  imagine  not  recently!  Food  Stamps  allow  cars  up  to  $6,000.  The  rules  should  be 
consistent  and  realistic.  We  know  what  it  takes  to  get  to  work  in  our  state.  States  also  should  be 
allowed  in  their  state  plans  to  choose  to  pay  reasonable  transportation  costs  for  participants  in 
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employment  and  training,  transitional  assistance  and  employment,  both  to  and  from  work  and  to 
and  from  child  care. 

RESPONSranJTY  AND  TRANSITIONAL  ASSISTANCE 

We  concur  that  welfare  should  be  a  temporary  program  for  employable  individuals  when  or  where  work 
is  available.  States  should  be  accorded  maximum  flexibility  in  implementing  policies  that  must  meet 
local  needs..  NCSL  supports  a  time-limited  or  transitional  period  of  public  assistance  and  training 
followed  by  employment  or  federally  subsidized  work  with  support  services.  NCSL  chose  not  to 
advocate  for  a  specific  time  limit  but  rather  to  allow  states  to  choose  their  own  patterns  including 
when  the  clock  starts  and  stops. 

NCSL  believes  that  the  private  sector  is  critical  to  the  development  of  work  opportunities  (similarly, 
training  must  be  developed  with  an  understanding  of  local  job  markets  -  the  private  sector  is  critical  to 
this  activity).  We  support  employment  opportunities  in  the  private  and  not-for-proflt  sector  with 
community  work  experience  as  a  last  resort.  Work  requirements  must  be  developed  and  defined  at 
the  state  level  must  take  into  account  the  needs  of  the  local  communities  and  the  private  sector. 
Many  states,  like  Ohio,  have  pockets  of  extremely  high  unemployment  that  are  not  revealed  in  state 
unemployment  figures.  Therefore,  state  unemployment  figures  alone  cannot  determine  state 
participation  rates.  Work  requirements  for  community  service  must  not  displace  existing  public 
employees. 

Critical  to  our  vision  of  federal  welfare  reform  is  mutual  responsibility  between  government  and  welfare 
recipients.  We  support  the  concept  of  an  employability  plan  and  personal  responsibility  agreement. 
NCSL  supports  meaningful  sanctions  for  those  who  do  not  comply.  However,  we  are  concerned  about 
sanctioning  children  for  their  parent's  noncompliance.  States  must  have  the  flexibility  to  design 
employability  plans  and  personal  responsibility  agreements. 

Mr.  Chairman,  renewing  the  social  contract  between  recipients  and  government  has  much  support  from 
state  legislators.  However,  a  real  contract  must  hold  both  parties  accountable.  Governments  must 
support  and  encourage  productive  activity  by  participants.  Otherwise,  public  confidence  will  fade  and 
our  constituents  will  believe  that  once  again  we  failed  to  end  welfare  as  we  know  it  and  create  an 
investment  in  family  independence. 

BUILD  ON  THE  FAMILY  SUPPORT  ACTS  JOBS  PROGRAM 

Mr.  Chairman,  we  would  like  to  see  further  welfare  reform  build  on  the  consensus  in  The  Family  Support 
Act  of  1988    States  appreciate  the  flexibility  of  the  current  JOBS  program  and  have  developed  program^ 
to  suit  local  needs    Unfortunately,  the  majonty  of  states  do  not  have  enough  money  to  draw  down  our 
full  allocation  of  JOBS  funds    The  funds  available  serve  only  a  small  portion  of  eligibles  and  the  federal 
rules  emphasize  program  participation  rather  than  program  outcome  measures. 

In  Cuyahoga  County,  Ohio,  we  currently  have  45,000  adults  dependent  on  public  assistance.  In  our 
current  welfare  reform  program(as  of  12/31/94),  6.248  more  people  than  we  have  money  to  serve  have 
been  through  jobs  assessment  and  found  to  need  education  and  training.  They  stand  willing  and  ready  - 
anxious  even  -  for  training  but  without  service    In  the  past,  welfare  reform  raised  expectations,  but 
federal  funding-has  «itherhad  too  high  a-match  or  too  little  available. 

The  Family  Support  Act  is  an  example.  Implementation  of  the  JOBS  program  was  a  top  priority  in  our 
legislatures.  However,  in  1988,  we  did  not  envision  that  the  combination  of  a  recessionary  economy  and 
simultaneous  state  fiscal  crisis  would  lead  to  dramatic  welfare  caseload  growth  and  our  inability  to 
provide  the  state  dollars  necessary  to  match  all  appropnated  JOBS  funds.  Today,  we  match  these  funds. 
Any  welfare  reform  must  consider  the  impact  of  an  economic  downturn  on  financing  and  participation. 
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In  Ohio,  as  in  all  the  states,  we  met  our  1 1  %  participation  rate  requirement  for  JOBS.  Our  JOBS 
program  has  followed  the  clear  intent  of  federal  regulations  that  created  it,  a  focus  on  placing  people  in 
job  training  activities  rather  than  emphasizing  actual  employment.  Ironically,  we  cannot  get  federal 
matching  funds  for  job  development  because  that  is  not  deemed  a  program  expense.  Job  development  is, 
however,  a  critical  component  of  employment  and  an  important  means  of  involving  the  private  sector  in 
identifying  job  opportunities  and  the  skills  required  for  those  opportunities. 

The  JOBS  program  has  also  exposed  us  to  the  diversity  of  skills  in  welfare  recipients.  We  have  many 
recipients  who  are  functionally  illiterate  and  many  who  are  high  school  graduates  who  function  at  fiAh 
and  sixth  grade  levels.  These  individuals  may  need  extensive  educational  attention  prior  to  employment. 

EMPLOYMENT 

As  policymakers,  we  are  concerned  that  federal  welfare  reform  include  a  corresponding  national 
economic  policy  and  employment  strategy.  The  federal  government  cannot  make  welfare  policy  in  a 
vacuum.  Structural  economic  issues  such  as  interest  rates,  unemployment,  seasonal  employment,  part 
lime  work  and  economic  development  intrude  on  our  goal  of  self-sufficiency  for  welfare  recipients. 

The  federal  government  must  understand  the  diversity  of  our  welfare  population  and  its  potential 
impact  on  long-term  employment.  States  need  the  ability  to  choose  different  strategies  for  families 
receiving  welfare.  A  continuum  to  self-sufficiency  might  include  different  strategies:  job  search  for 
those  with  skills  and  work  histories,  treatment  for  heads  of  households  with  substance  abuse  problems, 
mandator)'  work  for  those  unable  to  find  employment,  part-time  work  with  increased  earnings  disregards, 
and  support  for  the  employed  so  that  working  people  are  better  off  than  public  assistance  recipients. 

The  federal  government  must  ensure  that  welfare  pohcy  matches  economic  policy.  Otherwise  we  will 
continue  impoverishing  children  while  blaming  parents  for  situations  they  do  not  control. 

State  legislators  believe  that  welfare  reform  must  address  these  new  realities.  A  new  partnership  must  be 
developed  between  the  states,  local  governments,  the  private  sector,  welfare  recipients  and  the  federal 

government 

We  have  grappled  with  how  to  implement  job  training  and  employment  programs  that  make  sense. 
Cleveland  is  not  Dayton  and  is  not  Belmont  County  down  on  die  river.  The  job  market  in  Cincinnati  is 
markedly  different  than  Appalachia's.  In  one  county  in  Ohio  we  have  had  two  major  employers  close,  a 
factory  and  a  mine.  In  one  five  county  area,  the  major  employer  is  a  maximum  security  prison.  Jobs  are 
scarce.  1  know  people  who  drive  1  1/2  hours  to  2  1/2  hours  each  way  to  work  every  day  -  an  impossible 
task  with  a  S 1 .500  car  in  the  snowy  hills  of  southern  Ohio.  Again,  I  renew  our  plea  for  state  flexibility. 

NCSL  strongly  believes  that  any  education,  employment  and  training  program  must  allow  states  to 
develop  their  own  plans  to  reflect  local  needs.  A  one-size  fits  all  stifles  state  irmovation  causing  both 
recipients  and  local  business  to  suffer.  Allow  us  to  create  our  best  effort. 

I  am  concerned,  however,  that  we  think  about  any  new  employment  and  training  program  in 
concert  with  the  myriad  of  state  and  federal  programs  that  provide  education,  training  and 
employment.  Too  often  we  are  duplicating  what  is  already  there.  The  U.S.  General  Accounting 
Office  reported  approximately  150  different  employment  and  training  programs.  The  federal 
government  could  assist  the  states  by  rethinking  how  these  programs  could  better  fit  together  and 
eliminating  existing  barriers  to  coordination    In  Ohio  we  have  55  different  job  training  programs  in 
10  different  departments.  Once  a  program  starts  it  continues  without  regard  to  its  success  or  failure. 

Some  recipients  will  need  more  assistance  than  others.  Some  areas  have  fewer  opportunities  than  others. 
NCSL  supports  efforts  that  would  allow  states  to  provide  upfront  employment  search  and 
supportive  services  (like  child  care  and  health  care)  so  that  some  families  will  never  enter  the 
welfare  rolls. 
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In  our  view,  welfare  reform  must  focus  on  community  economic  development  first  with  community 
work  expenence  as  a  last  resort.  Work  requirements  for  community  service  should  be  designed  without 
displacing  public  employees.  The  private  sector  should  participate  and  must  be  at  the  table.  Job  creatior 
and  the  development  of  employment  opportunities  are  vital  to  our  success.  The  need  for  community 
development  in  concentrated  areas  of  poverty  is  a  barrier  to  self-sufficiency.  NCSL  has  long  supported 
tax  incentives  for  this  purpose.  The  Targeted  Jobs  Tax  Credit  and  the  more  recent  tax  incentive  in  the 
Empowerment  Zones  legislation  encourage  the  private  sector  to  hire  within  distressed  communities. 

FEDERAL  RULES  IMPEDE  SELF-SUFFICIENCY 

NCSL  believes  that  all  federal  rules  should  be  repealed  that  put  low  income  working  people  at  a 
disadvantage  as  compared  to  welfare  recipients.  NCSL  strongly  believes  that  pan-time  employment 
with  some  support  is  preferable  to  nonwork. 

NCSL  believes  that  federal  rules  that  create  financial  disincentives  for  work  should  be  repealed. 
Working  should  always  improve  a  family's  financial  and  economic  situation.  Some  of  the  federal 
barriers  to  employment  needing  change  include: 

o  Allowing  states  the  option  to  use  fill-the-gap  budgeting; 

o  Allowing  states  the  option  to  increase  earnings  disregards; 

o  Eliminating  the  100  hour  rule; 

o  Allowing  flexibility  to  states  to  change  or  exempt  resource  and  asset  limits 

including  the  vehicle  allowance; 

o  Flexibility  for  states  to  increase  transitional  child  care  and  health  care  (medicaid) 

for  more  than  the  current  one  year  with  federal  financial  participation. 

SUPPORT  SERVICES 

NCSL  believes  that  front-end  services  to  avoid  welfare  participation  are  critical  to  the  success  of  national 
reform.  These  might  include  the  provision  of  child  care  or  health  care  to  the  working  poor  who  may  be 
at  risk  of  entering  the  welfare  system. 

Mr.  Chairman,  lack  of  health  care  is  often  cited  as  the  reason  families  return  to  welfare  after  leaving  for 
employmenl.  Women  on  welfare  are  often  faced  with  a  stark  choice  ~  the  dignity  of  employment  that 
offers  no  health  insurance  or  dependence  on  AFDC  with  its  assurance  of  Medicaid  for  their  children. 
Only  when  health  care  reform  assures  that  every  working  family  has  health  coverage  will  meaningful 
welfare  reform  be  possible.. 

Child  care  is  another  integral  component  of  welfare  reform. 

Mr.  Chairman,  we  cannot  fool  ourselves    Providing  child  care  for  an  expanded  numbers  of  recipients  in 
education  and  training,  work  expenence  and  in  the  transition  from  welfare  to  full  time  employment  is 
very  expensive.  Adequate  resources  and  an  improved  infrastructure  are  critical  so  that  children  have 
access  to  quality  care. 

We  cannot  ignore  the  issues  of  child  care  quality  and  increasing  child  care  supply.  Informal,  unregulated 
care  is  still  used  predominantly  in  rural  areas  where  child  care  choices  are  limited.  As  pan  of  our 
program,  we  work  to  educate  clients  on  how  to  identify  good  quality  care.  NCSL  strongly  believes  that 
funds  should  be  available  to  the  states  to  improve  the  supply  of  quality  affordable  care.  The  JOBS 
and  Transitional  child  care  funding  streams  have  no  funding  available  for  any  activities  other  than 
reimbursement.  A  welfare  reform  plan  must  allow  states  more  flexibility  to  allocate  some  resources 
toward  expansion  of  care. 
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The  public  and  private  sectors  can  work  together  to  expand  the  availability  of  child  care.  NCSL  supports 
efforts  to  increase  the  federal  match  for  child  care. 

We  should  not  only  focus  on  reimbursement  for  child  care  for  welfare  recipients.  Families  struggling  to 
make  ends  meet  on  low  wage  jobs  need  help  whether  or  not  they  have  been  on  welfare.  Child  care 
assistance  should  continue  based  on  income,  not  welfare  status. 

Transportation  is  another  barrier  to  employment.  Transportation  assistance,  including  the  option  of 
increasing  or  eliminating  the  vehicle  allotment,  must  be  part  of  any  federal  welfare  reform  plan. 

Too  often,  work  opportunities  are  provided  at  a  distance  from  where  recipients  live.  This  assistance  must 
take  into  account  transportation  needs  for  child  care. 

Work  expenses  are  an  additional  barrier  to  employment.  Uniforms,  tools  and  texts  are  especially  costly 
for  those  beginning  employment.  NCSL  believes  that  the  federal  government  must  provide  adequate 
funds  and  eligibility  disallowance  for  work  expenses.  There  is  little  coordination  between  the  various 
programs  that  assist  low-income  families  with  their  housing  needs  and  self-sufficiency  efforts.  We  urge 
the  federal  government  to  link  these  systems  so  that  those  who  retum  to  employment  are  not  in  danger  of 
losing  their  housing  assistance  and  can  earn  their  way  out  of  poverty. 

FLEXIBILITY  FOR  STATE  INNOVATION 

Legislators,  whether  state  or  federal,  must  make  difficult  choices  usually  witnin  fiscal  constraints.  We 
must  best  decide  how  to  spend  tax  dollars.  Should  we  spend  fiinds  on  developing  jobs  for  employable 
adults  or  providing  more  education  and  training  to  recipients?  Or  providing  the  infrastructure  to  develop 
or  monitor  public  work  experience  to  AFDC  recipients  who  cannot  find  jobs  in  the  public  sector  after  a 
time-limit? 

States  should  be  allowed  to  create  programs  that  address  their  local  circumstances. 

The  federal  government  must  provide  flexibility  to  the  states  in  any  employment  program  so  that  states 
can  meet  the  variety  of  local  employment  markets  and  gear  education  and  training  to  those  needs. 

BLOCK  GRANTS  AND  ENTITLEMENT  CAPS 

Mr.  Chairman,  my  support  of  flexibility  is  based  on  my  experience  in  Ohio  .  I  am  encouraged  by 
discussions  in  Congress  about  returning  program  flexibility  to  the  states.  There  are  many  ways  of 
returning  program  decision-making  to  the  states.  Program  consolidation  of  discretionary 
programs  into  block  grants  will  give  states  more  flexibility  and  the  ability  to  determine  what 
programming  is  needed  at  the  local  level.  Block  grants  do  not  necessitate  capping  or  eliminating 
entitlement  programs  for  both  individuals  and  states.  We  are  very  concerned  about  proposals  to  cap 
or  eliminate  entitlement  programs.  It  is  possible  to  grant  states  flexibility  within  existing  entitlements  as 
well. 

NCSL  believes  that  placing  an  arbitrary  ceiling  on  entitlement  funds  or  requiring  states  to  adhere  to 
existing  federal  requirements  while  the  federal  govemment  reduces  its  financial  participation  would  be  a 
cost-shift  to  the  states.  We  are  very  concerned  about  providing  funding  using  state-only  funds  to 
populations  who  would  be.iio  longer  covered.  Similarly <  while  NCSL  is  not  part  of  the  negotiations  in 
the  House  of  Representatives,  we  remain  concerned  that  the  proposed  block  grants  that  include 
entitlement  programs  would  not  grant  sufficient  flexibility  to  merit  a  reduction  of  funds.  State 
legislators  are  interested  in  creating  their  own  programs,  not  running  a  uniform  program  with 
federally-determined  program  details  such  as  a  uniform  time-limit  with  fewer  funds.  Mr. 
Chairman,  when  considering  block  grants,  I  urge  you  to  set  the  goals  for  the  program  and  measure 
us  against  our  outcomes. 
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I  am  also  concerned  about  the  vulnerability  of  Ohio  residents  and  the  state  of  Ohio  in  a  recession  without 
an  entitlement  program  or  under  a  cap.  My  mother  grew  up  in  Youngstown.  The  Mahoning  Valley  had 
good  jobs  for  generations;  it  was  a  thriving  community.  When  the  recession  came  and  the  steel  mill 
closed,  families  who  worked  hard  and  played  by  the  rules  were  destitute.  Many  still  are.  The  workers 
had  good  jobs  with  little  education.  Now  I  drive  through  the  town  past  enormous  empty  mills.  If  this 
had  happened  under  an  entitlement  cap  at  the  end  of  the  year,  these  families  might  have  been  ineligible 
for  aid. 

When  consolidating  categorical  human  services  programs  into  block  grants,  maxmium  iiexibiuty 
must  be  provided  to  us  with  respect  to  program  implementation  and  administration.  It  is  critical 
that  any  new  block  grants  that  are  sent  to  the  sUtes  have  language  that  allows  distribution 
according  to  state  law.  The  federal  government  should  not  create  new  entities  to  oversee  these  new 
block  grants  nor  impose  additional  reporting  or  planning  requirements  as  long  as  a  state 
accomplishes  the  goal.  States  must  be  authorized  to  determine  the  branch  of  state  government 
responsible  for  carrying  out  public  participation  requirements. 

Mr.  Chairman,  our  experience  with  current  block  grants  leads  me  to  some  further  recommendations. 
The  federal  government  must  eliminate  requirements  inside  of  the  block  grant  that  have  the  effect 
of  creating  categorical  programs  within  a  block  grant  and  make  explicit  iat  the  kinds  of  activities 
funded  in  the  past  under  categorical  programs  not  limit  the  programs  funded  by  the  corresponding 
block  grant    Federal  reporting  requirements  must  not  be  burdensome  or  require  the  use  of  funds 
designated  for  service  delivery.  Finally,  I  will  remind  you  of  our  expenence  with  the  Social  Services 
Block  Grant,  which  has  had  one  funding  increase  in  almost  14  years.  Adequate  funding  must  be 
included  to  assure  continuation  of  services.  The  federal  government  should  continue  to  provide  technical 
assistance  and  faciliute  information  exchange  among  the  states.  The  formula  for  reallocating  these 
funds  will  certainly  be  of  concem. 

In  Ohio,  we  have  put  our  money  where  our  mouths  are.  We  are  using  financial  incentives  with  our  88 
counties  to  improve  child  support  collections.  We  passed  our  federal  audit  for  the  first  time  last  year  by 
allocating  resources  using  a  child  poverty  formula,  setting  outcomes  for  paternity,  parent  location,  initial 
orders  and  collections  and  providing  a  bonus  to  counties  who  succeeded.  We  have  decided  not  to 
micromanage.  but  to  reward  success. 

TEEN  PARENTS 

I  eeii  narenis  need  special  assistance  and  early  intervention  beyond  education  and  training  to 
become  .  -If-sufflcient    While  only  7%  of  our  welfare  population,  teen  parents  are  particularly  at  risk 
lor  long-ten.  welfare  dependency  and  education  deficiencies.  States  must  be  allowed  to  include 
programs  lo  promote  better  parenting  as  well.  We  believe  that  the  new  Family  Preservation  and  Support 
Services  program,  which  NCSL  strongly  supported  is  an  important  first  step  in  this  area.  We  believe  that 

II  IS  essential  thai  a  link  be  made  between  this  program  and  welfare  reform.  Teen  fathers  also  must  not 
be  left  out  of  these  programs.  If  we  do  not  include  them,  we  will  have  a  continuation  of  the  break-up  of 
these  families. 

Mr  Chairman.  Ohio's  Learning.  Earning  and  Parenting  (LEAP)  program  's  evaluation  results  reveal  that 
teen  parents  need  special  assistance  to  stay  in  school  and,  ultimately,  improve  their  job  opportunities. 
LEAP  rewarded  teen  parents  for  participation  in  high  school  or  GED  programs.  Our  LEAP  students  are 
staying  in  and  graduating  from  school  at  much  higher  rates  than  the  non-LEAP  parent.  I  attribute  our 
success,  as  does  our  evaluation,  to  the  comprehensive  counseling  available  to  LEAP  teens  (called 
GRADS).  GRADS  provided  these  teens  with  a  case  manager  who  intervened  and  guided  them  through 
the  system.  What  truly  mattered  was  that  somebody  cared  for  these  teens,  many  of  whom  have  never 
lived  with  a  stable  family.  State  legislators  believe  that  young  welfare  recipients  need  intensive  case 
management. 

State  legislators  are  uncomfortable,  however,  with  proposals  to  mandate  that  states  require  teen 
parents  to  reside  with  their  families.  This  requirement  is  an  option  under  the  Family  Support  Act  of 
1988  which  five  states  have  adopted.  We  believe  that  each  legislature  is  capable  of  adopting  this 
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legislation  if  they  so  chose.  Some  have  not  due  to  studies  illustrating  a  high  incidence  of  physical  and 
sexual  abuse  among  teen  parents. 

NCSL  strongly  supports  a  nationwide  campaign  at  the  federal  level  to  combat  out-of-wedlock  births.  We 
hope  that  this  legislation  will  establish  a  role  for  states  in  this  campaign  and  the  teen  pregnancy 
prevention  grant  program. 

We  also  support  proposals  to  target  federal  welfare  reform  on  teen  parents  initially.  Welfare 
refomt  must  be  implemented  gradually  for  it  to  work.  We  believe  that  focusing  our  resources  on 
teen  parents  will  begin  our  effort  with  those  on  whom  we  can  have  a  significant  effect. 

Our  welfare  reform  task  force  did  not  find  a  research  link  between  the  availability  of  welfare  and  the 
occurrence  of  teen  pregnancy.  NCSL  opposes  the  elimination  of  welfare  benefits  to  young  parents. 
However,  we  believe  that  over  time  teen  parents  have  much  more  difficulty  remaining  self-sufficient  and 
are  more  vulnerable  to  economic  shifts  in  the  labor  market.  For  that  reason  we  applaud  the  effort  to 
focus  our  welfare  reform  efforts  on  young  parents. 

FINANCING 

NCSL  will  oppose  any  financing  proposals  that  will  shift  the  costs  of  welfare  further  to  the  states. 

As  a  state  legislator,  I  understand  the  difficulties  of  raising  funds  and  the  trade-offs  involved  in  funding 
initiatives    It  is  our  belief,  clearly  shared  by  members  of  Congress  and  the  Administration,  that  a  full 
scale  revision  of  our  existing  welfare  reform  system  will  be  expensive  but  worth  the  investment.  The 
proof  will  be  the  results  over  time. 

Mr  Chairman,  welfare  reform  is  not  cheap    We  learned  implementing  the  JOBS  program  that 
employment  and  training  programs,  child  care  for  participants  and  uansitional  benefits  and  a  new 
infrastructure  to  monitor  job  participation  is  costly    Many  states  can  not  make  their  match  even  today. 
Ohio  still  does  not  serve  every  family  anxious  to  move  out  of  welfare. 

I  urge  you  to  provide  significant  resources  for  this  effort,  whether  it  be  by  block  grant,  current  law  or 
.some  other  mechanism.  Bear  in  mind,  welfare  reform  is  doomed  to  failure  if  not  substantially  financed. 
If  the  federal  government  does  not,  welfare  reform  will  fail. 

States  cannot  afford  welfare  reform  on  their  own.  Community  work  experience,  while  considered 
a  cheaper  option,  still  requires  a  significant  influx  of  funds  for  development  and  monitoring  of 
work  requirements.  A  major  expansion,  even  phased-in  over  time,  cannot  be  supported  by  states  alone. 

NCSL  opposes  financing  welfare  reform  by  unfunded  mandates  or  by  transferring  needy 
populations  to  state  government  through  the  elimination  of  program  and  benefit  funding  by  the 
federal  government.  Mr.  Chairman,  the  federal  government  cannot  eliminate  their  responsibility  for 
legal  immigrants  ,  substance  abusers,  homeless  families  or  families  in  crisis.  This  does  not  provide  a 
solution  for  legitimate  needs,  instead  it  transfers  the  need  to  state  and  locally-funded  programs  and  non- 
profit programs  and  public  hospitals. 

We  are  deeply  troubled  by  proposals  to  finance  federal  welfare  reform  through  elinunation  of  benefits  to 
legal  immigrants.  NCSL  strongly  believes  that  ii  is  the  responsibility  of  the  federal  government  to  fund 
its  policy  decisions.  Since  the  federal  government  has  sole  jurisdiction  over  immigration  policy,  it  must 
bear  the  responsibility  to  serve  the  immigrants  that  it  allows  to  enter  states  and  localities.  Federal 
decisions  have  incr^sed  admissions  and  reduced  targeted  funding  to  states  and  localities  for 
immigrants,  shifting  the  costs  to  state  and  local  budgets.  For  these  reasons,  we  will  oppose  any 
financing  that  eliminated  federal  benefits  for  legal  immigrants. 

The  majonty  of  legal  immigrants,  refugees  included,  are  employed  and  contribute  to  federal,  state  and 
local  revenues.  However,  according  to  the  Urban  Institute,  these  revenues  are  heavily  skewed  towards 
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the  federal  goveniinent  while  states  and  localities  bear  disproportionate  shares  of  the  costs  of  services  to 
newly  arrived  immigrants.  Individual  states  cannot  and  should  not  bear  any  further  costs. 

The  federal  government  may  find  savings  through  eliminating  SSI  benefits  to  elderiy,  needy  and 
disabled  legal  immigrants.  Unfortunately,  that  savings  will  just  shift  the  costs  to  sUtes  (in 
particular  general  assistance  programs).  The  indigent  elderly  that  are  the  30  percent  of  the  caseload 
that  go  on  the  rolls  after  their  Amcncan  citizen  children  cease  to  be  legally  responsible  for  them  are  no 
different  than  other  indigent  elderly  who  apply  for  SSI.  20  percent  of  the  caseload  were  here  at  least  10 
years  before  applying  for  SSI.  25%  of  the  SSI  population  are  refugees,  the  largest  of  which  are  elderly 
Soviet  Jews.  Eliminating  federal  aid  will  not  eliminate  the  need,  and  state  and  local  budgets  and 
taxpayers  will  bear  the  burden. 

NCSL  strongly  opposes  expanding  deeming  from  three  to  five  years  for  SSI,  Food  Stamps  and 
AFDC.  As  the  Committee  is  aware,  immigrant  sponsorship  is  not  legally-binding  and  approximately 
half  of  legal  immigrants  are  admitted  without  sponsors  at  the  discretion  of  the  US  counselor  abroad. 
States  have  had  difficulty  locating  sponsors  and  when  we  do,  we  cannot  compel  them  for  support. 
Legally,  states  do  not  have  the  Constitutional  ability  to  treat  legal  inmiigrants  differently  than  citizens 
(unlike  the  federal  government  which  can  under  its  foreign  policy  powers).  Many  states  are  also 
prohibited  by  their  own  state  constitutions.  So,  the  cost  of  serving  needy  legal  immigrants  will  be  shifted 
to  the  states  and  localities. 

Mr  Chairman,  state  legislators  do  not  believe  that  welfare  reform  legislation  is  the  appropnate  place  for 
the  immigration  debate.  We  cannot  pit  legal  immigrants  against  welfare  recipients.  This  thinking  has 
led  to  resentment  and  disturbances  in  our  inner  cities. 

Capping  AFDC-Emergency  Assistance  is  also  opposed  by  NCSL.  No  state  plan  for  AFDC-EA  has  ever 
been  denied  and  many  states  use  these  funds  for  families  in  crisis  from  those  needing  emergency  housing 
to  those  needing  intensive  family  counseling  services.  NCSL  opposes  capping  open-ended  entitlement 
programs  to  fund  welfare  reform. 

Many  of  the  federal  reform  proposals  include  funds  raised  by  time-limiting  SSI/SSDI  for  substance 
abusers.  We  certainly  understand  the  frustration  that  led  Congress  to  change  current  law.  However,  this 
provision  also  will  shift  costs  to  the  states    States  are  currently  unable  to  treat  targeted  groups,  especially 
pregnant  women,  with  appropriated  funds  for  substance  abuse  treatment.  Unfortunately,  we  do  not  have 
the  funds  to  treat  all  who  need  services.  Returning  those  on  SSI/SSDI  to  the  street  will  increase  those 
relying  on  state  general  assistance,  public  hospitals  and,  even  worse,  the  homeless. 

We  are  also  extremely  concerned  about  the  financial  penalties  and  maintenance  of  effort  in  many 
proposals.  States  need  the  flexibility  to  address  other  cntical  needs,  especially  as  the  welfare  population 
decreases.  Slates  should,  at  a  minimum,  be  able  to  expend  funds  in  other  related  programs. 

CHILD  SUPPORT  ENFORCEMENT 

Child  support  enforcement  is  a  critical  component  of  welfare  reform.  State  legislators  have  been  at  the 
forefront  of  innovative  efforts  to  improve  paternity  establishment,  including  in-hospital  paternity 
establishment,  collect  and  enforce  child  support  orders,  find  new  penalties  for  non-custodial  parents  who 
refuse  to  provide  support,  use  mediation  and  expedited  administrative  procedures,  provide  a  guaranteed 
level  of  child  supporC  and  outreach  to  teen  non-custodial  parents.  We  are  concerned,  however,  about 
unfunded  mandates  and  preemption -of  state  law  in  any  new  federal  child  support  law.  Family  law  must 
remain  in  the  state's  jurisdiction. 

While  NCSL  believes  states  should  adopt  uniform  interstate  child  support  enforcement 
procedures,  NCSL  opposes  federal  legislation  which  would  preempt  this  authority  of  the  states. 
Similarly,  preemption  of  state  authority  to  determine  child  support  collection.  We  are  also 
concerned  about  the  cost  of  new  automated  systems  and  other  changes  in  the  child  support  system.. 
There  must  be  enhanced  match  rates  for  these  automated  systems.  We  reiterate  our  concern  that  as  states 
update  their  child  support  legislation  that  technical  assistance  is  needed  to  assist  the  states  as  they  come 
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into  compliance  with  federal  goals.  State  legislators  should  have  the  option  of  extending  child  support 
benefits  beyond  the  age  of  majority  for  those  children  in  college. 

FEDERAL  WAIVERS  FOR  WELFARE  REFORM 

State  legislators  are  pleased  with  the  Administration's  expedited  waver  review  process.  Ohio  was 
pleased  to  be  permitted  to  demonstrate  our  LEAP  program  and  more  recently  our  Ohiocare  program.  As 
I  have  repeated  often  in  our  testimony,  we  believe  that  options  are  preferable  to  waiver  authority.  For 
many  potential  policy  initiatives  from  the  100  hour  rule  to  expanded  earnings  disregards,  we  no  longer 
need  to  test  new  ideas.  Instead,  states  should  have  the  option  of  choosing  them  as  amendments  to  their 
state  plans. 

NCSL  strongly  believes,  however,  that  too  often  legislators  are  not  consulted  about  federal  waiver 
requests  that  require  changes  in  state  laws.  Where  applicable,  NCSL  strongly  believes  that  waivers 
should  be  granted  with  the  passage  of  state  laws  (where  required  by  state  law)  rather  than  prior  to  them. 
Waiver  applications  are  cunently  negotiated  between  state  and  federal  executive  agencies.  As  fellow 
legislators,  you  can  appreciate  our  frustration  to  be  presented  with  agreements  without  consultation. 

On  behalf  of  the  National  Conference  of  State  Legislatures,  thank  you  for  consideration  of  my  remarks.  I 
would  be  happy  to  answer  any  questions  you  may  have. 
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Good  morning  Mr.  Chairman  and  members  of  the  Committee.   I 
am  the  Assistant  Secretary  for  Children  and  Families  in  the 
Department  of  Health  and  Human  Services.   My  agency  has 
responsibility  for  administering  the  nation's  largest  welfare 
progrzun.  Aid  to  Families  with  Dependent  Children  (or  AFDC) ,  the 
Child  Support  Enforcement  program  and  a  number  of  other  programs 
to  support  and  protect  this  country's  needy  families  and 
children,  including  child  welfare,  Head  Start  and  the  title  IV-A 
child  care  programs.   In  this  role  ACF  has  borne  primary 
responsibility  for  implementation  of  this  country's  last  major 
welfare  reform  effort  —  the  Family  Support  Act  of  1988  —  and 
has  been  a  key  participant  in  the  formulation  of  the  Work  and 
Responsibility  Act  —  the  Administration  welfare  reform  proposal 
submitted  to  Congress  last  year.   I  appreciate  the  opportunity  to 
come  before  you  to  discuss  some  of  the  critical  issues  facing  all 
of  us  as  we  attempt  to  reform  the  welfare  system. 

As  you  know,  the  President  submitted  a  comprehensive  welfare 
reform  proposal  that  addresses  what  we  believe  are  serious  flaws 
in  the  current  welfare  system.   Our  approach  emphasizes  work, 
responsibility  and  reaching  the  next  generation.   And  we  are 
committed  to  working  with  this  Congress,  in  a  bipartisan  spirit, 
to  pass  bold  welfare  reform  legislation. 

Fixing  the  System 

In  drafting  our  reform  proposal,  we  worked  diligently  to 
identify  and  correct  those  parts  of  the  system  that  undermined 
work  and  responsibility.   Of  course,  we  addressed  specific  policy 
changes  that  had  to  be  made.   But  we  also  focused  a  lot  of 
attention  on  why  the  existing  welfare  system  is  not  more 
successful  in  promoting  work  and  responsibility.   We  examined  the 
prevailing  culture  in  the  welfare  system  and  what  role  the 
federal  government  plays  in  defining  that  culture.   We  observed 
that,  in  spite  of  the  Family  Support  Act,  the  welfare  system  is 
not  nearly  tough  enough  about  insisting  that  recipients  who  are 
able  to  work  do  so  or  prepare  themselves  to  go  to  work  quickly. 
It  isn't  doing  nearly  enough  to  ensure  that  both  parents  support 
their  children.   And  it  is  not  providing  real  opportunities  and 
challenges  to  the  next  generation. 

The  Administration's  proposal  recognized  that  the  federal 
government  bears  some  responsibility  for  deficiencies  in  the 
existing  system,  and  it  strives  to  make  the  federal  government  a 
better  partner  with  the  states  in  their  welfare  reform  efforts. 
It  recognized  that  the  federal  government  was  not  giving  states 
as  much  fiscal,  technological  and  policy  support  as  they  needed 
—  especially  during  tight  financial  times  —  for  their  efforts 
to  promote  work  and  responsibility.   Also,  it  recognized  that  the 
current  AFDC  Quality  Control  system,  which  measures  only  the 
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accuracy  of  a  state's  AFDC  paysents,  does  not  promote  state 
efforts  to  change  the  culture  of  their  welfare  systems  and  become 
more  work-focused.   To  address  these  problems,  the 
Administration's  proposal  provided  more  federal  support  for  work- 
related  activities,  including  child  care,  and  it  moved  to  expand 
the  QC  system  so  that  it  reflects  the  broader  mission  of  welfare 
agencies.   These  agencies  are  not  only  responsible  for  ensuring 
that  the  immediate,  basic  needs  of  destitute  families  are 
addressed,  but  also  for  assisting  these  families  in  becoming 
self-supporting.   Federal  performance  systems  must  hold  them 
accountable  for  meeting  both  of  these  responsibilities. 

Principles  for  a  Federal-State  Partnership 

Mr  Chairman,  let  me  say  that  this  Administration  believes 
strongly  in  state  flexibility,  and  also  shares  your  concern  and 
that  of  state  officials  about  the  proper  division  of 
responsibility  between  the  federal  and  state  governments.   As  a 
former  state  welfare  official,  and  now  as  a  federal  official  in 
constant  communication  with  states,  I  am  well  aware  of  the  need 
and  ability  of  states  to  respond  creatively  to  their  unique 
situations  and  reform  opportunities.   I  2un  also  very  sympathetic 
to  state  concerns  about  onerous  and  inappropriate  federal 
requirements . 

Likewise,  the  President,  as  a  former  governor  and  a  former 
leader  of  gubernatorial  efforts  to  reform  the  welfare  system, 
recognizes  the  critical  role  states  play  in  achieving  true 
reform.   He  clearly  understands  that  state  governments  are  closer 
to  the  problems  and  ultimately  responsible  for  the  success  of  any 
reform  efforts.   Thus,  he  believes  they  should  be  given 
flexibility  to  respond  to  their  different  needs  and  to  test 
innovative  ideas. 

The  Administration's  welfare  reform  proposal  greatly 
enhanced  state  flexibility  with  respect  to  the  AFDC  rules  that 
most  affect  work  and  feunilies.   It  also  gave  states  new 
flexibility  with  respect  to  how  they  administer  their  education, 
training,  and  work  activities  for  welfare  recipients. 

In  addition,  because  of  our  commitment  to  state  flexibility 
and  innovation,  we  have  worked  with  states  using  the  section  1115 
waiver  authority  to  test  new  approaches  to  welfare.   Under  this 
process,  we  have  approved  24  state  demonstrations  that  enable 
states  to  experiment  with  new  ways  of  promoting  parental 
responsibility,  meUcing  work  pay,  and  helping  feunilies  become 
self-sufficient. 

We  have  provided  waivers  involving  time  limits  on  benefits, 
or  work  requirements  for  continued  benefit  receipt,  in  nine 
States:  Colorado,  Connecticut,  Florida,  Indiana,  Iowa,  Michigan, 
South  DeOcota,  Vermont,  and  Wisconsin. 
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Waivers  have  been  authorized  for  a  number  of  purposes 
designed  to  make  work  pay,  assist  families  in  becoming  self- 
sufficient  and  promote  personal  responsibility  such  as: 

1)  increasing  or  extending  earned  income  disregards; 

2)  allowing  greater  resource  accumulation,  including  for  specific 
purposes  such  as  education  and  training,  or  starting  a  business; 

3)  using  the  cash  value  of  AFDC  and  Food  Stamp  benefits  to 
subsidize  private  sector  employment  and  work  experience;  and 

4)  eliminating  increases  in  benefits  to  families  after  the  birth 
of  children  conceived  while  receiving  AFDC. 

As  we  move  forward  to  consider  comprehensive  reforms,  there 
are  several  fundamental  questions  that  are  raised  about  the 
design  of  this  nation's  welfare  system:   What  is  the  proper 
balance  between  national  objectives  and  state  flexibility?  What 
are  the  appropriate  funding  mechanisms  for  programs  for  the 
needy?   Should  the  AFDC  program  remain  an  individual,  and  state, 
entitlement  or  be  converted  to  a  block  grant  or  capped 
discretionary  program?  What  national  requirements  or 
accountability  standards  should  govern  a  reformed  welfare  system? 

We  believe  that  several  key  goals  should  govern  our  effort 
to  redesign  the  welfare  system  and  ensure  greater  state 
flexibility: 

o  achieving  the  national  reform  objectives  of  work, 

responsibility  and  accountability; 
o  ensuring  stability  in  funding  over  time  and 

cushioning  states  and  individuals  against 

economic  cycles;  and 
o  preserving  basic  protections  for  needy 

Americans,  especially  children. 

National  Reform  Objectives 

We  in  the  Administration,  as  in  Congress  and  in  the  states, 
are  committed  to  serious  welfare  reform  that  emphasizes  work, 
parental  responsibility  and  improving  the  life  prospects  of  young 
people.   The  Family  Support  Act  was  very  important  in  beginning  a 
national  change  in  the  culture  of  the  welfare  system  toward  one 
that  is  oriented  toward  work  and  self-sufficiency.   Many  states 
are  moving  further  and  faster  than  the  Family  Support  Act 
required  toward  a  welfare  system  focused  on  work  and  parental 
responsibility. 

There  is,  however,  enormous  variation  among  the  states  in 
the  extent  to  which  they  have  moved  in  these  directions.   One 
measure  is  participation  in  the  JOBS  program,  which  gives  some 
indication  of  the  extent  to  which  a  work  orientation  is  reaching 
the  entire  AFDC  population.   In  1993,  the  percent  of  countable 
adult  recipients  participating  in  the  JOBS  program,  on  an  average 
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monthly  basis,  ranged  froa  less  than  10  percent  to  well  in  excess 
of  50  percent.   The  national  average  was  only  17  percent.   We 
know  that  states  veury  in  their  ability  and/or  willingness  to 
bring  about  real  cultural  change  in  their  welfare  systems. 

We  also  can  look  at  the  extent  to  which  states  choose  the 
option  of  requiring  welfare  recipients  to  work  for  their 
benefits,  which  states  can  do  in  a  variety  of  ways  under  current 
law.   Subsidized  work  assignments  represent  only  one  half  of  one 
percent  of  the  assignments  in  the  JOBS  progreun,  and  unpaid  work 
experience  represents  six  percent  of  assignments  or  less.   Of  all 
the  state  welfare  reform  experiments  that  this  Administration  has 
approved,  only  Vermont  has  included  stibsidized  work  on  a 
statewide  basis.   Fewer  them  half  of  the  demonstrations  we  have 
approved  involve  time  limits  on  benefits  or  make  benefits 
conditional  on  work. 

Child  support  efforts  also  show  substantial  state 

variability.   For  exzunple,  the  percentage  of  cases  with 

collections  in  1993  ranged  from  5.4  percent  in  Arizona  to  38.5 

percent  in  Vermont,  with  a  national  average  of  only  18.2  percent. 

He  also  need  to  ensure  accountaibility  for  the  correct 
expenditure  of  federal  funds  —  certainly  a  goal  we  all  share. 
The  importance  of  national  stzmdards  in  this  area  is  illustrated 
by  the  improvement  in  payment  accuracy  that  occurred  after  a 
national  Quality  Control  system  was  put  in  place.   The  national 
AFDC  payment  error  rate  for  fiscal  year  1973  was  16.5  percent. 
By  1991,  it  had  declined  to  5  percent.   In  1991,  state  payment 
error  rates  ranged  from  1.18  percent  to  9.66  percent.   The  State- 
reported  rates  for  1992  and  1993  suggest  that  the  range  in  error 
rates  is  growing,  in  that  the  lowest  reported  error  rate  remained 
less  than  2  percent  while  the  highest  rate  rose  to  nearly  14 
percent . 

All  these  indicators  of  state  capacity  and  performance  show 
considerable  variation.   They  suggest  that  if  we  truly  want 
comprehensive  and  widespread  welfare  reform,  we  must  balance  the 
benefits  of  increased  state  flexibility  with  those  of  a  national 
framework  of  requirements  and  performance  standards.   This 
balance  will  ensure  that  states  move  quickly  and  effectively  to  a 
changed  culture  of  work  and  responsibility. 

Fiscal  and  Economic  Stability 

The  AFDC  progreuB  currently  is  funded  as  an  individual  and 
state  entitlement.   This  does  not  mean  that  the  federal 
government  provides  states  or  individuals  with  a  blank  check  for 
benefits.   There  are  strict  rules  about  eligibility.   There  are 
also  requirements  —  which  we  propose  to  make  much  tougher  —  to 
ensure  that  parents  cooperate  in  securing  child  support  and  to 
ensure  that  recipients  work.   AFDC  must  be  a  system  of  mutual 
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obligations,  with  benefits  conditional  upon  parental 
responsibility  and  work. 

But  a  national  welfare  program  also  must  enable  states  to 
deliver  the  help  needed  by  families  who  fall  on  hard  times  and 
who  play  by  the  rules.   The  system  should  not  leave  the  states 
and  their  taxpayers  with  the  full  responsibility  for  addressing 
increased  demands  on  the  welfare  system  in  times  of  economic  or 
demographic  change.   Under  the  current  entitlement  funding 
system,  the  federal  government  is  committed  to  share  a  portion  of 
each  state's  expenditiires ,  depending  on  the  state  caseload  and 
benefit  level,  and  the  state's  economic  capacity  in  a  given  year. 
If  state  costs  increase  due  to  downturns  in  the  national  or  state 
economic  cycle,  or  if  a  state's  needy  population  increases  for 
other  reasons,  more  federal  funds  automatically  become  available. 

We  understand  that  Congress  is  currently  considering  a 
number  of  proposals  to  cap  and  block  grant  the  AFDC  and  Food 
Stamp  progreuns.   As  you  consider  such  fundamental  changes  in  the 
nature  of  this  nation's  welfare  and  nutrition  programs,  it  is 
important  to  carefully  consider  the  effect  such  proposals  could 
potentially  have  on  states  over  time  and  under  changing  economic 
conditions . 

Consider,  for  example,  the  block  grant  alternative  to  the 
AFDC  system  that  is  included  in  the  Personal  Responsibility  Act. 
States  would  be  able  to  receive  103  percent  of  their  1992 
expenditures  to  use  with  almost  complete  flexibility  in  providing 
benefits  to  needy  feunilies.   We  can  examine  the  possible  effects 
of  this  kind  of  a  block  grant  by  asking  ourselves  what  would  have 
happened  if  such  a  block  grant  had  been  put  in  place  for  all  the 
states  in  1988,  based  on  1987  expenditures.   We  did  calculations 
to  see  what  states  would  have  received  in  1993  under  this 
hypothetical  block  grant  compared  with  what  they  actually  spent 
in  1993.   If  all  states  had  chosen  the  block  grant  option,  states 
in  the  aggregate  would  have  received  26  percent  less  than  they 
actually  spent,  partly  because  of  inflation  and  partly  because  of 
increasing  caseloads.   Again,  however,  the  impacts  on  individual 
states  vary  enormously.   Arizona  would  have  received  67  percent 
less;  Tennessee  43  percent  less;  Connecticut  40  percent  less; 
Delaware  35  percent  less;  and  Michigan  3  percent  more.   The 
attached  table  shows  the  results  for  all  states.   Using  a 
different  five-year  period  would  yield  different  results.   For 
example,  several  states  in  the  midwest  whose  economies  improved 
between  1988  and  1993  would  have  suffered  in  1988  under  a  block 
grant  set  in  1983. 

Of  course,  if  the  cap  had  been  in  effect  in  1988,  it  is 
possible  that  states  could  have  changed  their  welfare  programs  to 
keep  their  costs  within  the  limitations  imposed  by  the  caps. 
But,  it  is  hard  to  imagine  that  states  would  have  been  able  to 
reduce  demand  enough  to  counteract  the  significant  economic  and 
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demographic  changes  that  were  occurring  over  this  period,  and 
occurring  to  very  different  degrees  in  different  states.   Block 
grants  set  to  reflect  current  spending  can  create  unpredictable 
and  highly  variable  impacts  due  to  inflation,  population 
migrations,  and  changing  economic  aitd  demographic  conditions. 

The  design  of  a  block  grant,  or  the  allocation  of  a  capped 
entitlement,  inevitably  requires  a  formula.   Different  formulas 
produce  different  winners  and  losers,  but  substantial  disparities 
will  always  result.   In  deciding  trhether  the  fiscal  benefits  are 
worth  the  potential  effects  on  states,  historical  spending  trends 
may  be  informative.   Since  1972,  there  have  been  some 
fluctuations  in  AFDC  expenditures,  but  aggregate,  real  current 
expenditures  (net  of  child  support  collections)  are  slightly 
lower  than  20  years  ago.   But,  the  relative  stability  in 
aggregate  spending  masks  large  variations  among  states.   Over  the 
period  1985-1993,  state  experiences  varied  widely;  a  few  states 
experienced  declines,  %fhile  some  experienced  very  substantial 
increases.   Illinois,  Iowa,  Michigan  and  Wisconsin  experienced 
declines  in  real  expenditures  in  excess  of  20  percent.   At  the 
same  time,  expenditures  in  four  states  (Arizona,  Florida,  Nevada, 
and  New  Hampshire)  more  thzm  doubled  in  real  terms. 

Basic  Family  Protections 

As  we  reform  welfare  to  focus  on  work,  responsibility  and 
reducing  dependency,  we  must  not  forget  that  these  programs 
provide  a  lifeline  when  a  parent  has  lost  a  job,  a  mother  cares 
for  a  severely  disabled  child,  an  abused  partner  finally  takes 
her  child  and  breaks  away,  an  elderly  person  can't  make  it  on 
meager  pension  benefits,  or  a  working  feunily  needs  a  small 
supplement.   As  a  nation,  we  have  accepted  responsibility  for 
ensuring  that  our  neediest  families  have  some  help  in  meeting 
their  basic  needs. 

The  Personal  Responsibility  Act  would  impose  a  cap  on 
funding  for  the  AFDC,  SSI,  child  support,  emergency  assistance 
and  other  programs  and  would  block  grant  all  food  and  nutrition 
assistance  programs.   It  also  provides  that  these  programs  would 
no  longer  be  entitlements,  for  either  individuals  or  states. 
Instead  they  would  be  discretionary  spending  programs  subject  to 
annual  appropriations. 

Although  the  legislation  does  not  specify  what  would  happen 
if  spending  exceeded  the  caps  in  a  given  year,  these  changes 
could  have  profound  implications  for  our  neediest  families.   They 
could  mean  that  SSI  recipients  might  not  get  checks  during  the 
last  months  of  the  fiscal  year.   The  caps  could  mean  that 
families  whose  earners  lost  jobs  or  were  hit  with  a  serious 
financial  emergency  toward  the  end  of  the  year  might  be  treated 
differently  from  fzunilies  that  needed  assistance  at  the  beginning 
of  the  year.   They  might  be  denied  benefits,  their  benefits  might 
be  reduced  or  they  might  be  put  on  waiting  lists.   Spending  caps 
could  also  mean  that  food  and  nutrition  assistance  might  not  be 
available  to  working  families  when  their  hours  or  wages  were 
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reduced.   These  effects  could  be  worse  in  recession  years,  when 
federal  funds  relative  to  need  would  be  greatly  reduced. 

It  is  possible  that  states  or  private  charities  could  mzOce 
up  shortfalls  resulting  fron  the  federal  governaent's  spending 
caps  and  provide  help  to  their  needy  residents.   But  demands  on 
the  states  are  likely  to  be  greatest  at  precisely  those  times  and 
in  those  states  where  ability  to  respond  is  most  strained. 
Peurticularly  in  times  of  economic  downturn,  it  is  quite  possible 
that  the  most  vulnerable  citizens  in  the  poorest  states  would  be 
left  without  the  basic  necessities  of  life  at  a  time  when  jobs 
are  the  least  available. 

Conclusion 

Understanding  the  profound  issues  that  are  potentially 
raised  by  dreuaatic  changes  in  the  funding  structure  of  welfare 
programs  does  not  mean  that  these  issues  cannot  or  should  not  be 
solved.   Let  me  restate  that  we  in  the  Administration,  like 
members  of  Congress,  believe  that  the  welfare  system  needs  to  be 
changed  in  fundamental  ways.   Our  welfare  reform  proposal  takes 
bold  steps  to  refocus  the  system  on  the  national  objectives  of 
work  and  responsibility,  while  increasing  state  flexibility  and 
protecting  America's  neediest  families.   Obviously,  there  are 
other  approaches  and  other  creative  solutions  to  these  issues  as 
well.   But  before  adopting  one  or  another  approach,  it  is  very 
importeuit  that  we  carefully  assess  the  likely  impact  of  that 
approach.   He  look  forward  to  working  with  this  Congress  and 
others  in  exploring  those  alternatives.   We  also  offer  our 
cooperation  in  providing  information  as  we  move  forward  together 
to  reform  the  welfare  system. 

I'd  be  happy  to  answer  any  questions  at  this  time. 
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Hypothedcal  Intact  in  FY  1993  if  an  AFDC  Block  Giant  Provision  Similar  to  the  Block  Grant 
Option  in  the  Personal  Responsibility  Act  Had  Been  Adopted  in  FY  1988  Using  FY  1987  Funding  Levels 

(amounts  in  millions) 


State 

FY  1993;  Actual 

Block  Grant:  103% 

Difference  ■ 

I^H^H 

Federal  Payments 

of  FY  87  Level 

1 

-28% 

Alabama 

$79 

$57 

($22) 

Alaska 

$60 

$29 

($31) 

-51% 

Arizona 

$200 

$65 

($135) 

-67% 

$50 

$42 

($8) 

-16% 

California 

$3,205 

$2,157 

($1,048) 

-33% 

Colorado 

$102 

$70 

($32) 

-31% 

Connecticut 

$207 

$124 

($83) 

-40% 

Delaware 

$23 

$15 

($8) 

-35% 

Dist.  of  Columbia 

$67 

$52 

($15) 

-22% 

Florida 

$517 

$202 

($315) 

■61% 

Georgia 

$297 

$189 

($109) 

-37% 

Guam 

$8 

$3 

($5) 

-63% 

Hawaii 

$76 

$38 

($38) 

-50% 

Idaho 

$24 

$18 

($7) 

-28% 

Illinois 

$487 

$487 

$0 

0% 

InriiaiM 

$158 

$111 

($47) 

-30% 

Iowa 

$111 

$110 

($1) 

■1% 

Kansas 

$84 

$56 

($28) 

-33% 

Kentucky 

$166 

$110 

($56) 

-34% 

Lousiana 

$141 

$129 

($12) 

-8% 

Maine 

$75 

$62 

($14) 

-18% 

Maryland 

$190 

$147 

($44) 

-23% 

Massachusetts 

$408 

$303 

($106) 

-26% 

Michigan 

$751 

$777 

$26 

3% 

Miimesota 

$239 

$198 

($41) 

-17% 

Mississqipi 

$75 

$69 

($6) 

■8% 

Missouri 

$189 

$146 

($43) 

-23% 

Montana 

$37 

$30 

($7) 

-19% 

NOTES: 

The  table  estimates,  for  FY  1993.  the  hypothetical  impact  of  a  mandatoiy  AFDC  block  grant  provision 

similar  to  the  block  grant  option  m  die  Personal  Responsibility  Act,  assuming  implementation 

of  the  provision  in  FY  1988.  The  level  of  the  block  giant  for  each  State  is  set  at  103  percent  of 

FY  1987  Federal  payments  for  AFDC  benefits  and  administration,  unadjusted  for  inflation. 


The  Famfly  Stq>poit  Aa  was  not  in  effect  during  FY  1987.  To  avoid  oveistating 

the  impact  of  a  block  giant.  Federal  payments  for  AFDC  work  activities  (WIN/JOBS)  and 

AFDC-related  child  care  are  i>ot  included  in  either  column. 
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Hypothetical  Impact  in  FY  1993  if  an  AFDC  Block  Grant  Provision  Similar  to  the  Block  Grant 
Option  in  the  Personal  Responsibility  Act  Had  Been  AdqKed  in  FY  1988  Using  FY  1987  Funding  Levels 


(amounts  in  millions) 

State 

FY  1993:  Actual 
Federal  Payments 

Block  Grant:  103% 
of  FY  87  Level 

Difference  H 

■ 

Nebraska 

$46 

$41 

($5) 

-11% 

Nevada 

$28 

$10 

($17) 

-63% 

NewHan^nhire 

$31 

$12 

($19) 

-61% 

New  Jersey 

$341 

$298 

($43) 

-13% 

New  Mexico 

$94 

$45 

($49) 

-52% 

NewYoric 

$1,684 

$1,268 

($416) 

-25% 

North  Carolina 

$263 

$154 

($109) 

•41% 

North  Dakota 

$22 

$14 

($8) 

-38% 

Ohio 

$626 

$522 

($105) 

-17% 

Oklahoma 

$140 

$84 

($55) 

■40% 

Oregon 

$146 

$92 

($53) 

-37% 

Penasylvania 

$561 

$506 

($56) 

-10% 

Puerto  Rico 

$6S 

$59 

($6) 

-10% 

Rhode  Island 

$75 

$50 

($25) 

•33% 

South  Carolina 

$92 

$86 

($6) 

■6% 

South  Dakota 

$19 

$17 

($3) 

-14% 

Tennessee 

$166 

$95 

($71) 

-43% 

Texas 

$385 

$207 

($178) 

-46% 

Utah 

$67 

$51 

($15) 

-23% 

Vermont 

$42 

$31 

($11) 

-26% 

Virgin  T«lanH« 

$3 

$2 

($1) 

-26% 

Virginia 

$138 

$117 

($20) 

-15% 

Washington 

$365 

$239 

($126) 

-35% 

West  Virginia 

$97 

$87 

($10) 

-10% 

Wisconsin 

$289 

$348 

$58 

20% 

Wyoming 

$19 

$11 

($8) 

■43% 

U.S.  TOTAL 

$13,834 

$10,243 

($3,591) 

-26% 

NOTES: 

The  table  estimates,  for  FY  1993.  the  Iqrpothetical  ioqact  of  a  mandatory  AFDC  block  gram  provision 

similar  to  die  block  grant  option  in  die  Personal  Responsibility  Act.  amtming  inq)iementation 

of  die  provision  in  FY  1988.  The  level  of  die  block  grant  for  each  State  is  set  at  103  percent  of 

FY  1987  Federal  payments  for  AFDC  benefits  and  administration,  unadjusted  for  inflation. 


The  Family  Sui^iort  Act  was  not  in  effect  during  FY  1987.  To  avoid  overstating 

die  inq>ao  of  a  block  grant,  Federal  payments  for  AFDC  work  activities  (WIN/JOBS)  and 

AFDC-related  child  care  are  not  included  in  either  column. 
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TESTIMONY  OF  WILLIAM  LUDWIG 

ADMINISTRATOR  OF  THE 

FOC»  AND  CONSUMER  SERVICE 

U.S.  DEPARTMENT  OF  AGRICULTURE 

.    BEFORE  THE 

SENATE  COMMTTTEE  ON  GOVERNMENTAL  AFFAIRS 

JANUARY  25,  1995 


Good  moming,  Mr.  Chairman  and  Members  of  the  Committee.  I  welcome  the  opportunity 
to  be  here  today  to  discuss  a  subject  of  vital  importance  to  the  Nation,  the  Clinton 
Administration  and  myself-the  crucial  lole  the  Federal  nutrition  assistance  programs  play  in 
the  health  and  weU-being  of  our  Nation's  neediest  individuals. 

As  Administrator  of  the  Food  and  Consumer  Service,  I  manage  the  Nation's  food  assistance 
programs-the  Food  Stamp  Program,  the  J:;*cial  Supplemental  Food  Program  for  Women, 
Infants  and  Children  (WIC),  school  meals,  disaster  feeding,  and  others.    At  the  heart  of  our  - 
federal  nutrition  programs  is  the  core  principle  that  Americans  should  not  be  hungry  or 
malnourished  because  they  cannot  afford  a  nutritious  diet. 

A  UtUe  more  than  a  year  ago,  I  came  to  Washington  from  Louisiana,  where  I  served  as 
Deputy  Secretary  for  the  Louisiana  Department  of  Social  Services  under  both  the  previous 
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and  current  Governors.   My  background  in  results-oriented,  streamlined  management  in  the 
areas  of  electronic  benefit  transfer  systems,  wel^ue  xeform,  :and  child  care  assistance  has 
allowed  me  to  ensure  a  'State  perspective'  to  a  Dqxirtment  committed  to  and  eager  for 
major  change. 

I  have  found  it  to  be  an  exciting  and  rewarding  time  to  serve  at  USDA,  as  the  Department 
has  woilced  fiill  speed  for  the  past  two  years  to  restructure  and  redesign  many  of  USDA's 
programs,  making  them  easier  for  States  to  administer,  more  results  oriented  and  customer 
friendly.   These  are  philosophical  and  management  objectives  upon  which  we  all  agree. 

Under  President  Clinton's  leadership,  the  U.S.  Department  of  Agriculture  is  making 
fundamental  changes  in  the  way  we  do  business.   We  are  committed  to  change  and  we  will: 
re-think,  reform,  and  streamline  every  one  of  our  functions.    Let  me  assure  you  that  our . 
efforts  are  not  cosmetic.   The  initiatives  encompassed  in  the  National  Performance  Reviewi 
and  n  are  real,  deq>,  and  will  generate  significant  savings  for  American  taxpayers. 

You  have  just  heard  firom  my  friend  and  colleague  at  the  DqMtrtment  of  Health  and  Human 
Services,  Mary  Jo  Bane,  about  the  Administration's  comprehensive  welfare  reform  proposals 
emphasizing  work,  responsibility,  and  reaching  the  next  generation. 

Just  as  the  President's  proposals  promote  self-sufficiency,  they  also  recognize  and  affirm  the 
need  to  preserve  and  protect  the  nutritional  safety  net  for  America's  most  vulnerable 
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individuals-the  vast  majority  of  whom  are  children,  eldeily,  and  disabled,  and  are  unable, 
due  to  age  or  infirmity,  to  provide  for  Ihemsclvci.'     '    '  .^  • 

This  Administration  believes  there  are  two  critical  functions  that  our  Nation's  food  assistance 
programs  must  serve.   First,  our  programs  must  ensure  that  vulnerable  Americans  do  not  go 
hungry.  The  role  of  government  ia  hewing  needy  people  feed  themselves  is  fundamental  and 
primary.  "  '' 

A  second  function  of  our  nutrition  assistance  programs,  which  are  different  from  cash 
assistance  programs,  is  to  fulfill  a  unique  national  health  responsibility;  they  promote  and 
protect  the  basic  health  and  well-being  of  needy  Americans.  .The  scientific  link  between  diet 
and  health  is  clear.  About  300,000  deaths  each  year  are  linked  to  diet  and  activity  patterns. 
Low-income  households  are  at  greater  risk  of  nutrition  related  disorders  and  chronic  disease 
than  the  general  U.S.  population.  Food  assistance  ]m>grams  work  cooperatively  with  cash 
assistance  programs  designed  to  promote  self-sufficiency,  a  relationship  grounded  in  years  of 
science  and  results. 

Siiice  their  inception,  our  national  nutrition  programs  have  been  results  oriented,  designed  for 
the  expressed  goal  of  improving  families'  access  to  nutrition  security  and  a  better  diet. 

Since  the  nationwide  expansion  of  the  Food  Stamp  Program  and  the  introduction  of  WIC,  the 
gap  between  the  diets  of  low-income  and  other  families  has  narrowed.   The  incidence  of 
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growth  stunting  among  pre-school  children  has  decieasedJ>y  nearly  65  percent  The 
incidence  of  low  biitfawdght  has  Mien,  ftom  8:3  percent  to  7  percent   The  prevalence  of 
anemia  among  low-income  pre-school  children  has  dropped  by  at  least  S  percent. 

In  establishing  the  Food  Stamp  Program  in  1964,  and  again  in  the  major  reform  of  1977, 
Congress  identified  improved  leveb  of  nutrition  among  low-income  households  as  a  priority. 
When  the  program  began,  it  meant  more  food  on  the  table  for  367,000  people.  Today;  the 
Food  Stamp  Program  is  vital  to  the  health  and  well-being  of  over  11  million  households- 
including  children,  the  elderly,  and  working,  single  parents  struggling  to  make  their  own  and 
their  childrrai's  lives  better. 

USDA's  nutrition  assistance  programs  have  achieved  some  impressiye  results.   We  are 
committed  to  making  them  woik  even  better.   We  must  get  back  to  basics  by  simplifying 
rules,  increasing  State  flexibility,  cutting  red  tape,  ensuring  program  int^rity  and  providing 
a  strong  nutrition  message. 

At  USDA,  we  have  been  working  for  two  years  to  achieve  these  goals  and  are  proud  of  what 
has  been  achieved  so  £ar  during  this  Administration— implementation  of  the  Mickey  Leland 
Childhood  Hunger  Relief  Act,  rapid  rollout  of  electronic  benefit  delivery  for  food  stamp 
benefits,  woridng  with  States  as  parmers  to  ensure  payment  accuracy,  and  efforts  to  eliminate 
fraud  and  waste.   All  of  these  changes  work  toward  making  our  programs  more  efficient  and 
effective  so  that  maximum  results  can  be  achieved  with  available  resources. 
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There  is  much  more  that  must  be  done.  The  Department  is  eager  to  work  with  you  to 
further  the  goal  of  healthy  <liets  and  to  assure  access  to  nutritious  food  for  all  Americans- 
especially  those  who  depend  on  our  food  assistance  programs—the  young,  the  elderly,  and 
those  working  for  self-sufficiency. 

As  we  design  and  develop  proposals  for  reform,  we  .will  be  guided  by  six  core  principles: 

First,  nutrition  security:  It  is  a  core  mission  of  USDA's  food  assistance  programs  to  protect 
the  health  and  nutritional  well-being  of  these  vulnerable  populations— now  and  into  the  next 
century.  ■    :    .  •        .  .    ••     -s...:,.  .o- ■■        ^ 

Second,  modernizing  benefit  delivery:  We  will  improve  customer  service  and  reduce    ^ 
program  abuse  through  technologies  like  Electronic  Benefit  Transfw  (EST).  .;:.- 


Third,  state  flexibility:  We  will  woric  with  states  to  design  and  establish  administrative 
procedures  that  meet  their  needs. 

Fourth,  economic  responsiveness:  our  programs  must  assure  adequate  levels  of  nutrition 
assistance,  regardless  of  economic  conditions. 

Fifth,  personal  responsibility:  Our  programs  will  promote  personal  indq)endence  and 
responsibility;  and, 
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Sixth,  program  int^iity:   we  will  work  aggressively  to  eliminate  the  problems  of  fraud  and 
abuse  that  threateo  our  programs'  image,'  and  have  eroded  publictrust. 

As  you  have  heard  this  morning  from  Ms.  Bane,  there  are  a  number  of  proposals  under 
serious  consideration  by  the  104th  Congress  to  combine  and  return  a  number  of  Federally 
administered  programs  to  the  States.   Ms.  Bane  has  discussed  how  these  proposals  would 
affect  welfare  programs.  \ 

I  would  like  to  conunent  briefly  on  how  the  proposals  could  affect  a  low-income  family's 
access  to  nutrition  and  health.   As  you  know,  USDA's  nutrition  programs  serve  a  much 
broader  population  than  the  Aid  to'Families  with  Dependent  Children  program,  and 
predominantly  save  children,  the  elderly  and  disabled  and  many  others  who  are  unable  to 
provide  for  themselves.   In  fact,  we  estimate  that  eighty-two  percent  of  all  households 
receiving  food  stamps  contain  either  children,  elderly,  or  disabled  persons. 

On  Tuesday,  January  17,  USDA  released  an  analysis  of  the  nutrition,  health,  and  economic 
consequences  of  block  grants  for  Federal  food  assistance  programs.   Our  report  clearly 
shoAvs  that  these  proposals,  if  adopted,  will  cut  the  safety  net  protecting  the  nutritional  well- 
being  of  millions  of  low-income  Americans.  

Under  the  proposal.  Federal  fimding  for  food  and  nutrition  assistance  would  fall  by  more 
than  $5  billion  in  fiscal  year  1996  and  nearly  S31  billion  over  S  years.  These  cuts  could 
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terminate  benefits  for  millions  of  needy  Americans. 

And  they  threaten  the  future.  Currently,  food  stamps  and  child  nutrition  programs 
automatically  expand  during  tough  economic  times.   But  under  the  proposal,  this  "automatic 
adjuster'  would  vanish;  food  programs  would  not  be  able  respond  to  a  recession,  and  states 
might  be  forced  to  reduce  benefits  or  serve  fewer  people.  ■  •  s 

The  effect  of  the  proposal  would  be  felt  by  more  than  those  who  participate  in  USD  A 
nutrition  programs.  By  weakening  the  link  between  benefits  and  food  purchases,  the . 
proposed  block  grant  would  lower  retail  food  sales,  reduce  farm  income,  and  increase 
unemployment,  particularly  in  the  food  and  agriculture  industry  and  in  rural  areas.  In 
addition,  the  proposal  would  eliminate  a  number  of  USDA  authorities  for  the  donation  of 
commodities  for  domestic  food  assistance  purposes. 

Mr.  Chairman,  you  have  heard  today  how  deeply  this  Administration  is  committed  to 
reforming  how  the  Federal  Government  works,  providing  greater  flexibility  for  States  to  test 
new  ideas.   These  reforms  are  key  to  the  success  of  the  Administration's  commitment  to 
helping  families  achieve  self-sufficiency. 

At  the  U.S.  Department  of  Agriculture,  we  are  committed  to  ensuring  that  all  Americans, 
especially  those  most  vulnerable,  are  assured  access  to  a  healthy  diet  so  that  each  person  can 
reach  his  or  her  full  potential.   The  Federal  food  assistance  programs  have  a  long  record  of 
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success  and  a  broad  nutrition  mission-to  protect  the  health  and  wellrbeing  of  all  needy 
Americans,  and  to  proivide  a  basic -level  of  food  security  toigrowinsi children,  disabled  adults, 
senior  citizens  and  others.   This  is  and  should  remain  a  national  commitment. 

Mr.  Chainnan,  I  appreciate  the  commitment  of  this  Committee  to  improving  the  management 
of  Federal  assistance  programs  to  make  them  more  streamlined,  responsive  andiesults,  or 
outcome,  oriented.   Looking  at  outcomes,  we  know  that  the  food  assistance  programs  are 
designed  to  achieve  a  different  mission  than  income  support,  and  we  think  this  argues  for 
different  outcome  measures.  At  USDA,  we  are  working  hard  to  ensure  that  Federal  nutrition 
programs  do  the  job  that  they  were  intended  to  do^inq>rove  the  diet  and  health  statusof  all 
Americans,  especially  those  in  need.-;.'  .rer.  r 

Mr.  Chainnan,  Members  of  the  Committee,  this  concludes  my  prqiared  remarks.   I  would 
be  happy  to  answer  any  questions  that  you  might  have  at  this  time. 
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TESTIMONY  BEFORE  THE  SENATE  COMMITTEE  ON 
GOVERNMENTAL  AFFAIRS 


Washington,  D.C. 
January  25,  1995 


^\J^ENTo^ 


^^N  DEN/^"^ 


BY  MICHAEL  A.  STEGMAN 

ASSISTANT  SECRETARY  FOR  POLICY  DEVELOPMENT 
AND  RESEARCH 
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STATEMENT  OF  MICHAEL  A.  STEGMAN 

ASSISTANT  SECRETARY  FOR  POLICY  DEVELOPMENT  AND  RESEARCH 

DEPARTMENT  OF  HOUSING  AND  URBAN  DEVELOPMENT 

BEFORE  THE 

SENATE  COMMITTEE  ON  GOVERNMENTAL  AFFAIRS 

JANUARY  25,  1995 

Mr.  Chairman,  on  behalf  of  the  Department  of  Housing  and 
Urban  Development  (HUD),  thank  you  for  this  opportunity  to 
testify  on  reform  of  the  welfare  system.  We  must  continue  to 
better  coordinate  welfare  reform  and  housing  program  reform.   But 
we  must  be  cleeu:  about  the  challenges  such  iui  agenda  must 
overcome . 

There  are  important  differences  between  housing  assistance 
and  other  means-tested  benefit  programs.   First,  housing 
assistance  is  not  an  entitlement.   Housing  assistance  is  provided 
only  to  the  number  of  households  who  can  be  assisted  within  the 
amounts  Congress  appropriates  each  year.   As  a  result,  only  about 
30  percent  of  households  currently  eligible  for  housing 
assistance  receive  any  federal  housing  benefits. 

In  addition,  a  bedrock  principle  of  housing  aid  is  to  ensure 
that  those  families  who  do  receive  assistance  can  live  in  decent 
quality  housing  at  affordable  rents.   In  contrast  to  families 
that  only  receive  AFOC,  recipients  of  housing  assistance  are  much 
more  likely  to  occupy  housing  free  of  physical  defects,  to  live 
in  less  overcrowded  conditions,  and  are  somewhat  more  likely  to 
live  in  neighborhoods  they  consider  to  be  adequate.  According  to 
one  prominent  study,  families  receiving  housing  assistance  are 
between  34  and  50  percent  more  likely  to  have  affordable  housing 
costs  than  compeurable  AFDC  families,  that  is,  pay  no  more  than 
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30  percent  of  their  Income  for  rent.  AFDC  families  who  do  not 
receive  housing  assistance  often  pay  more  than  half  their  limited 
income  for  housing. 

I  would  like  to  touch  briefly  on  five  issues  that  impact  on 
HUD'S  relationship  to  welfare  reform: 

•  Housing  program  eligibility  rules  and  their 
consequences  for  welfare  reform  efforts; 

•  HUD'S  experience  in  using  housing  assistance  as  a 
platform  for  self-sufficiency; 

•  HUD'S  current  limited  flexibility  with  regard  to  waiver 
authority; 

•  Potential  consequences  of  welfare  reform  for  HUD's 
budget  situation;  and 

•  Reinvention  of  HUD  and  how  it  relates  to  welfare 
reform. 

Housing  Assistance  Eligibility  and  Its  Relation  to  AFDC 

In  thinking  about  ways  to  coordinate  housing  and  welfeure 
reform,  let  me  sound  a  cautionary  note.   Federal  housing 
assistance  has  always  served  a  much  more  diverse  population  of 
very  low-income  households  than  AFDC.  Elderly  and  disabled 
households  account  for  up  to  half  of  all  HUD-assisted  households. 
More  than  one-third  of  HUD  assisted  households  are  65  or  older 
and  another  10-15  percent  are  permanently  discibled.   Because  of 
the  diverse  household  mix  that  HUD  serves,  it  will  be  difficult 
to  enact  sweeping  reforms  to  encourage  vrork  or  alter  behavior. 
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Special  efforts  must  be  taken  to  shield  the  elderly  and  disabled 
from  reforms  intended  to  apply  only  to  non-working  feunilies  with 
children. 

Secondly,   most  non-elderly  households  currently  receiving 
housing  assistance  already  have  a  full-  or  part-time  worker. 
Efforts  to  reform  welfare  have  focused  on  moving  households  from 
welfare  dependency  to  jobs  emd  self-sufficiency. 

Despite  very  strong  work  disincentives,  55  percent  of  non- 
elderly  households  receiving  housing  assistance  report  some 
earnings.   The  vast  majority  of  those  households  (90  percent) 
report  that  earnings  make  up  more  than  half  their  incomes. 
Families  that  already  work  a  substantial  number  of  hours  per  year 
eire  already  "playing  by  the  rules."   Most  are  not  likely  to 
benefit  from  additional  mandated  work  requirements. 

Since  he  arrived  at  HUD,  Secretary  Cisneros  has  %rorked  to 
make  decent,  safe,  affordeible  housing  a  platform  from  which 
recipients  of  assistance  can  begin  to  graduate  from  dependence  to 
economic  independence  and  self-sufficiency.   The  Department  has 
attempted  to  reform  housing  programs  to  bolster  the  eOiility  of 
families  who  receive  housing  assistance  to  use  it  as  a  pathway 
out  of  poverty. 

Last  year,  the  Department  proposed  to  include  a  20  percent 
earnings  disregfurd  to  enhance  the  rewards  of  work  for  public 
housing  tenants.   In  addition,  we  proposed  to  cap  the  rents  in 
public  housing  at  market  rates  to  allow  more  working  families  to 
stay  in  public  housing  after  moving  into  the  leLbor  force.   Rent 
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ceilings  may  help  reduce  the  Intense  concentration  of  poverty  in 
many  public  housing  developments  and  retain  vrorking  families  as 
role  models  for  non-working  families.   These  steps  would  have 
provided  public  housing  recipients  with  greater  motivation  and 
financial  incentives  to  go  to  work.   While  Congress  was 
supportive  of  these  efforts,  the  legislation  was  never  enacted. 

We  should,  ho%rever,  be  cautious  in  setting  our  expectations 
about  what  program  reforms  can  realistically  deliver.   Given  high 
housing  costs  and  the  low  skill  levels  of  many  welfare 
recipients,  it  may  not  be  reasonable  to  expect  a  very  high 
percentage  of  households  to  earn  their  way  off  of  all  government 
assistance.   It  is  extremely  difficult  for  even  low- income 
working  families  to  afford  the  costs  of  decent  housing.   To 
afford  a  tvro-bedroom  home  at  HUD's  national  fair  market  rent 
paying  30  percent  of  income  for  rent,  em  unassisted  family  would 
require  a  full  time  wage  of  $11.50  an  hour. 

It  is  likely  that  few  welfare  families  will  successfully 
Increase  their  earnings  from  at  or  near  the  minimum  wage  to 
nearly  $12  an  hour  as  a  result  of  welfare  reform.   Evaluations  of 
some  typical  government-sponsored  employment  and  training 
programs  have  provided  adult  workers  with  increases  in  earnings 
of  10  to  20  percent. 
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Efforts  1»  Coordinate  Housing  and  Social  Services 

Our  efforts  have  built  upon  several  demonstrations  that 
produce  substantial  positive  effects  when  there  Is  coordination 
of  housing  with  social  services  and  employment. 

In  the  last  decade,  demonstration  programs  have  produced 
encouraging  signs  that  the  combination  of  housing  assistance 
closely  coordinated  with  employment  and  training  programs  can  put 
recipients  on  the  path  toward  economic  independence.   HUD 
conducted  two  demonstrations  to  combine  housing  assistance  and 
social  services:   Project  Self-Sufflclency,  begun  in  1984, 
followed  by  Operation  Bootstrap,  started  in  1989.   Both  produced 
encouraging  results.   For  example,  in  Operation  Bootstrap, 
families  that  received  both  housing  and  Intensive  employment  and 
training  services  were   significantly  more  likely  to  be  employed 
and  have  earnings  higher  than  the  minimum  wage  than  those 
receiving  housing  assistance  alone. 

Another  particularly  promising  initiative  for  enhancing  the 
earnings  of  households  receiving  housing  assistance  is  the 
Gautreaux  program  in  Chicago.   The  Gautreaux  program  resulted 
from  a  successful  court  case  charging  the  Chicago  Housing 
Authority  with  racial  discrimination  in  its  public  housing 
program.   Under  the  Gautreaux  decision,  the  families  in  public 
housing  axe   provided  certificates  and  housing  counseling  to  help 
them  move  out  of  the  inner  city  to  low-poverty  neighborhoods  in 
the  suburbs.   Research  on  the  program  suggests  overwhelmingly 
positive  effects  for  those  who  move  out  of  the  city.  Suburban 
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movers  were  25  percent  more  likely  than  city  movers  to  have  a  job 
after  their  move,  to  have  modestly  higher  Incomes  due  to  a 
greater  number  of  work  hours  rather  than  higher  wages,  and  their 
children  had  much  lower  school  dropout  rates  than  those  who  moved 
to  city  neighborhoods. 

Waiver  Authority 

The  [>epartment  believes  that  making  work  pay  and  playing  by 
the  rules  can  be  enhanced  by  permitting  innovation  and 
experimentation  at  the  non-Federal  level.   Efforts  to  promote 
such  innovation  depend  on  waiver  authority  granted  by  the 
Congress.   The  HUD  Secretary  currently  has  regulatory  waiver 
authority,  but  not  statutory  waiver  authority.   Some  State 
welfare  reform  waiver  requests  have  included  requests  for  HUD  to 
waive  specific  HUD  statutory  requirements.   Under  current  law,  we 
have  been  unable  to  comply  with  any  of  these  requests. 

In  its  1994  authorization  bill,  the  Department  sought  broad 
authority — on  a  demonstration  basis — to  waive  statutory 
requirements  for  well-run  housing  authorities  with  respect  to 
occupancy  and  other  policies.   This  would  have  given  public 
housing  authorities  the  option  of  providing  financial  incentives 
for  responsible  family  behavior,  such  as  regular  school 
attendance  or  the  timely  immunization  of  children. 

Greater  waiver  authority  would  also  allow  State  and  local 
governments  greater  flexibility  in  designing  income  disregards 
and  rent  rules  to  reduce  work  disincentives  that  housing 
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recipients  face.  For  example,  out  of  every  dollar  earned  by  a 
household  with  housing  assistance,  30  cents  immediately  goes 
toward  higher  rent.   For  each  dollar  increase  in  earnings,  some 
households  %irould  lose  as  much  as  25  cents  in  total  cash  and  non- 
cash income,  due  to  a  combination  of  lower  public  assistftnce 
benefits  and  higher  rents.   Only  the  expanded  earned  income  tax 
credit — which  provides  an  additional  40  cents  for  each  dollar 
earned — allows  families  to  keep  12  cents  of  each  gross  dollar 
earned . 

lopact  on  HDD's  Budget 

I  want  to  emphasize  that  chimges  in  the  welfare  system  could 
produce  unintended  effects  on  HUD's  budget.   HUD  subsidy  levels 
generally  are  calculated  to  make  up  the  difference  between  thirty 
percent  of  household  income  and  the  actual  rent.   If  welfare 
reform  cause  tenant  incomes  to  decline  —  through  sanctions  or 
other  means  —  current  HDD  progr2un  rules  would  automatically 
restore  30  percent  of  the  income  loss  through  higher  housing 
subsidies  («rfiich  HDD  cannot  afford) . 

The  Administration's  welfare  reform  proposal  included 
provisions  to  hold  HUD's  budget  harmless  from  declines  in  income 
due  to  welfare  sanctions.   If  a  tenant  is  sanctioned  under  the 
Administration's  vol  fare   reform  proposal,  the  tenant  would  get  no 
larger  housing  benefit  from  HDD.   In  contrast,  the  proposed 
Personal  Responsibility  Act  introduced  in  the  House  provides  no 
such  hold-harmless  protection  for  HDD's  budget. 
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"Reinvention'  of  HOD 

Secretary  Cisneros  has  proposed  a  bold  blueprint  for 
changing  HUD  to  meet  America's  housing  priorities.   This  change 
is  consistent  with  the  general  direction  of  providing  increased 
flexibility  for  welfare  program  rules  to  the  States.   We  are 
proposing  to  convert  over  a  three-year  period  to  a  system  of 
housing  certificates  for  families  and  individuals  in  which  all 
current  pxiblic  housing,  assisted  housing  and  Section  8  rental 
assistance  programs,  would  be  combined  into  a  single  housing 
assistance  program  administered  by  States  and  local  governments. 

Decisionmakers  at  the  local  and  State  levels  should  be  given 
broad  flexibility  to  design  coordinated  rental  assistance 
programs  and  eligibility  requirements,  consistent  with  national 
objectives,  that  meet  their  needs  and  goals.   We  envision  that  a 
locality  might,  for  example,  focus  a  portion  of  its  assistance  on 
AFDC  recipients  who  are  making  the  transition  to  economic 
independence  or  to  working  poor  families  who  need  rental 
assistance  to  remain  self-sufficient.   The  specifics  of  this  new 
housing  assistance  program  must  be  developed  to  be  consistent 
with  welfare  reform. 

Thank  you  for  inviting  me  to  testify  before  you  today.   I 
look  forward  to  answering  any  questions  you  may  have. 
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THE  SCOPE  OF  THE  WELFARE  STATE 

Introduction 

The  total  annual  cost  of  U.S.  welfare  spending  now  exceeds  $324  billion;  this 
amounts  to  more  than  $3,400  for  each  taxpaying  household  in  the  U.S.  After  adjusting 
for  inflation,  welfare  spending  is  now  9  times  greater  than  when  Lyndon  Johnson 
launched  the  War  on  Poverty  in  the  mid-sixties. 

As  in  the  current  welfare  reform  debate,  each  prior  expansion  of  the  welfare 
system  has  been  rationalzed  as  an  "investment"  which  would  save  money  in  the  long 
run.  But  these  "investments"  have  led  only  to  higher  spending  and  escalating  social 
problems. 

Since  the  onset  of  the  War  on  Poverty,  the  U.S.  has  spent  over  $5.3  trillion  on 
welfare.  But  during  the  same  period,  the  official  poverty  rate  has  remained  virtually 
unchanged;  dependency  has  soared;  the  family  has  collapsed  and  illegitimacy  has 
skyrocketed.  And  crime  has  escalated  in  direct  proportion  to  the  growth  in  welfare 
spending. 

VS.  society  can  no  longer  tolerate  open-ended  growth  in  destructive  welfare 
spending.  A  key  goal  of  any  serious  welfare  reform  must  be  to  limit  the  future  growth 
of  welfare  spending. 

Defining  the  U.S.  Welfare  System 

The  federal  government  currently  runs  over  75  interrelated  and  overlapping 
welfare  programs.  Many  states  operate  independent  state  programs  in  addition  to  the 
federal  programs.  (A  list  of  major  welfare  programs  is  attached.)     The  welfare  system 
may  be  defined  as  the  total  set  of  government  programs  explicitly  designed  to  assist 
poor  and  low  income  Americans.  Welfare  assistance  has  three  ostensible  objectives: 

1)  Sustaining  Living  Standards  Through  Cash  and  Non-Cash  Transfers. 
Federal  and  state  governments  provide  cash  aid,  food,  housing  and 
medical  assistance.  These  programs  are  intended  to  directly  raise  an 
individual's  material  standard  of  living.  Such  aid  directly  substitutes  for 
the  private  sector  income  which  the  welfare  recipient  is  presumed  to  be 
incapable  of  earning  for  him  or  herself. 

2)  Promoting  Self-Sufficiencv.  A  smaller  number  of  government 
programs  are  intended  to  increase  the  cognitive  abilities,  earnings 
capacity  and  living  skills  of  lower  income  persons.  Typical  programs  In 
this  category  would  include  government  job  training  programs  for  low 
skilled  individuals  or  special  education  programs  targeted  at 
disadvantaged  persons. 
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3)  Aiding  economically  distressed  communities.  The  federal  government 
also  provides  aid  to  governments  in  low  income  or  economically 
distressed  areas.  The  nominal  intent  of  this  aid  is  to  broaden  the 
economic  opportunities  within  the  community  and  thereby  indirectly  to 
benefit  low-income  persons  who  live  there. 

Targeted,  Categorical,  and  Means-Tested  Programs 

An  additional  criterion  for  defining  the  welfare  state  is  that  welfare  programs 
are  individually  means-tested,  community  targeted,  or  categorical.  Community 
targeted  programs  provide  assistance  to  communities  which  either  have  a  high 
percentage  of  poor  and  low  income  persons  or  are  "economically  distressed". 
Categorical  welfare  programs  provide  aid  to  specific  disadvantaged  or  needy  groups 
such  as  migrant  farm  workers,  homeless  persons,  or  abandoned  children.' 

"Individually  means-tested"  programs  also  provide  aid  directly  to  low  income 
and  poor  persons.  A  wide  variety  of  government  programs  such  as  cash,  food,  housing 
and  medical  care  can  be  "means-tested".  Roughly  95  percent  of  total  welfare  spending 
takes  the  form  of  means-tested  aid  directly  to  individuals.        Means-tested  programs 
restrict  eligibility  for  benefits  to  persons  who  have  "means"  (i.e.  non-welfare  income) 
below  a  certain  level.  Individuals  who  have  non-welfare  income  above  a  specified  cut 
off  level  cannot  receive  aid.  Thus,  Food  Stamps  and  public  housing  are  "means-tested" 
programs,  because  benefits  are  limited  to  lower  income  persons.  By  contrast.  Social 
Security  and  public  schools  are  not  "means-tested".' 

Total  Welfare  Spending 

Total  federal  and  state  spending  on  welfare  programs  was  $3243  billion  in  FY 
1993.  Of  the  total,  $234.3  billion  or  72%  comes  from  federal  funding  and  $90  billion  or 
28%  comes  from  state  or  local  funds.  But  these  figures  significantly  understate  the  role 
of  the  federal  government  in  welfare.  Many  federal  welfare  programs  require  a  state 
government  contribution;  in  order  for  individuals  within  a  state  to  receive  aid  from 
these  federal  programs,  the  state  government  must  match  or  pay  a  certain  share  of 
federal  spending  in  the  state  on  that  program.  Out  of  the  total  of  $90  billion  in  state 
and  local  welfare  spending  described  in  this  paper  fully  $78.6  billion  takes  the  form  of 
state  and  local  contributions  to  federally  created  welfore  programs.  Of  total  welfare 
spending  of  $324  billion,  only  $11.4  billion  or  33%  is  spending  for  independent  sUte 
welfare  programs.' 

Categories  of  Welfare  Spending 

As  noted,  the  wel6u«  system  tfieoretically  is  designed  to  promote  three 
proclaimed  goals:  to  prop  up  material  living  standards;  to  promote  self-sufficiency; 
and  to  expand  economic  opportunities  within  low-income  communities.  Federal  and 
state  governments  operate  a  variety  of  wdfare  programs  to  meet  these  goals.  Such 
programs  include:  cash  aid  programs;  food  programs;  medical  aid  programs;  housing 
aid  programs;  energy  aid  programs;  jobs  and  training  programs;  targeted  and  means- 

'  Although  a  catMorlcil  proqrjai  will  aot  ha«*  toraal  (iMaeial  mmas-tmst   (as  (taaerlbwl  In  *he  Min  t«xtl,  th« 
n*tut«  of  f.lM  4COUP  Mcvad  ai  Mil  aa  tiM  mUmxI  of  oparatlaq  tba  praqraa  will  raault  la  the  bulk  of  aaslstanca 
golnq  to  low  IncoaM  paraoaa. 

'Soaia  ptoqcau  such  as  Quataataad  Stvdaat  Loaaa  »tm   lonaally  aaaas-tutad  but  tha  aMns-tast  or  Ineo^  cut  off 
Is  so  high  that  tha  ptograa  baaaflta  aalaly  tha  Blddla  claas.  Oaaplta  tha  aaaas-tast.  such  proqrws  should  not  ba 
conaldarad  patt  of  th"»  waltara  ayitaai.  aad  hava  aot  baaa  lacludad  la  tha  piograu  llstad  or  spandlni]  totals 
calculatad  foe  this  papar. 

•(■oi*>fahanslv»  rtquras  on  ImWpaadaat  stata  aad  local  uvltare  spaadinq  ara  difficult  to  obtain.   It  Is  posslbla 
that  thara  Is  as  auch  it   JIO  to  »14  billion  itollacs  la  iadapaadaat  stata  aad  local  walfara  spandlni  which  Is  not 
Included  In  this  raporr  .   Mowarar,  <mm   if  this  aatra  stata  and  local  spandlng  waca  lacludad  In  tha  ipandinq 
totals,  tha  waltar*  systaa  >«uld  still  ba  omwlielatagly  fadaral  la  structuta. 
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tested  education  programs;  social  service  programs;  and  urban  and  community 
development  programs. 

Cash  Aid        The  federal  government  operates  eight  major  means-tested  cash 
assistance  programs.  Many  state  governments  also  operate  independent  cash 
programs  termed  General  Assistance  or  General  Relief.  Total  cash  welfare 
spending  by  federal  and  state  governments  reached  $71.5  billion  in  FY  1993. 

Food  Aid  The  federal  government  provides  11  major  programs  providing 
food  assistance  to  low  income  persons.  Total  food  aid  to  low  income  persons 
equalled  $36  billion  in  FY  1993. 

Housing  Aid  The  federal  government  runs  14  major  housing  programs  for  low 
income  persons.  Many  state  governments  also  operate  independent  state  public 
housing  programs.  Total  housing  aid  for  low  income  persons  equalled  $23.5 
billion  in  FY  1993. 

Medical  Aid  The  federal  government  runs  8  medical  programs  for  low  income 
persons.  Many  states  operate  independent  medical  General  Assistance 
programs.  Total  medical  aid  equalled  $155.8  billion  in  FY  1993.' 

Energy  Aid  The  federal  government  operates  2  programs  to  help  pay  the  energy 
bills  or  to  insulate  ttte  homes  of  persons  with  low  incomes.  Total  spending 
equalled  $1.6  billion  in  FY  1993. 

Education  Aid  The  federal  government  runs  10  programs  providing  educational 
assistance  to  low  income  persons,  disadvantaged  minorities,  or  low-income 
communities.  Total  spending  equalled  $17.3  billion  in  FY  1993. 

Training  and  Tobs  Programs  The  federal  government  currently  operates  9 
different  jobs  and  training  programs  for  low  income  persons,  costing  $5.3  billion 
in  FY  1993. 

Targeted  and  Means-Tested  Social  Services  The  federal  government  also  runs  11 
programs  providing  special  social  services  to  low  income  persons.  These 
programs  cost  $8.4  billion  in  FY  1993. 

Urban  and  Community  Aid  Programs  The  federal  government  runs  5  programs 
to  aid  economically  distressed  communities.  These  programs  cost  $4.8  billion  in 
FY  1993. 


The  Growth  of  the  Welfare  State 

The  welfare  state,  after  remaining  at  low  levels  through  the  1950's  and  early 
1960's,  has  undergone  explosive  growth  since  the  onset  of  the  War  on  Poverty.  In 
inflation  adjusted  terms,  welfare  spending  has  grown  in  every  year  except  one  since  the 
mid-sixties. 

*  In  constant  dollars  federal,  state  and  local  governments  now  spend  9  times  as 
much  on  welfare  as  in  1964  when  the  War  on  Poverty  was  beginning.  Welfare 
spending  per  capita  in  constant  dollars  is  seven  times  as  high  as  in  1964. 


*  this  figure  Includes  the  share  of  Medicare  which  qoes  to  persons  with  Incoetes  below  th»  poverty  level 
total  cost  of  Jli.S  billion.  These  funds  largely  represent  the  "Medicaid  buy  in  to  Medicare"  hy  whl-rh  the  M. 
systcei  pays  the  premluiu  for  poor  persons  to  enable  the*  to  enroll  in  and  receive  benefits  lion  Medicare. 
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*  After  adjusting  for  inflation  wdfore  spending  per  capita  today  is  five  times  as 
high  as  during  the  Great  Depression  when  a  quarter  of  the  work  force  was 
unemployed. 

*  Welfare  spending  is  absorbing  an  ever  greater  share  of  the  national  economy. 
In  1964  welfare  spending  equalled  1.23  percent  of  Gross  Domestic  Product  By 
1993,  spending  had  risen  to  5.1  percent  of  GDP;  This  was  a  record  high, 
exceeding  the  previous  peak  set  during  the  Great  Depression. 

*  Welfare  spending  in  FY  1991,  FY  1992,  FY  1993  exceeded  defense  spending  for 
the  first  time  since  the  1930's. 

*  There  are  repeated  claims  that  Ronald  Reagan  "slashed"  welfare  spending.  In 
reality  welfare  spending  grew  during  tf>e  1980*5,  after  adjusting  for  inflation.  In 
1993,  per  capita  welfare  spending  in  constant  dollars  was  43  percent  higher  than 
when  President  Reagan  took  office  in  1980. 

*  Contrary  to  some  claims  the  growth  in  welfare  spending  has  not  been  limited 
to  medical  aid.  In  constant  dollars,  per  capita  cash,  food  and  housing  aid  is  now 
31  (>ercent  higher  than  in  1980  and  4.6  times  higher  than  in  1964. 

The  Total  Cost  of  the  War  on  Poverty 

The  financial  cost  of  ttie  War  on  Poverty  has  been  enormous.    Between  1964  and 
1994,  welfare  spending  has  cost  the  taxpayers  $53  trillion  in  constant  1993  dollars.  This 
is  greater  than  the  cost  of  defeating  Germany  and  Japan  in  World  War  II,  after 
adjusting  for  inflation.  Out  of  total  welfare  spending  of  $53  trillion,  cash  welfare 
programs  cost  $1.3  trillion.  Medical  programs  assisting  low  income  persons  have  cost 
$Z1  trillion.  Spending  on  food  programs  equalled  $602  billion,  while  housing  and 
energy  aid  programs  for  low  income  persons  have  cost  $490  billion.  Special  education 
programs  for  low  income  children  have  cost  $319  billion,  and  jobs  and  training 
programs  have  cost  $215  billion.  An  additional  $230  billion  was  spent  on  special  social 
services  for  the  poor,  and  $172  billion  has  been  spent  on  development  aid  for  low 
income  communities. 

Projected  Growth  of  Welfare  Spending 

The  notion  that  tfie  MS.  would  spend  $53  trillion  on  the  War  on  Poverty  would 
have  dumbfounded  most  members  of  Lyndon  Johnson's  White  House.  In  launching 
the  War  on  Poverty,  President  Johnson  did  not  promise  an  open-ended  expansion  to 
the  welfare  state.  Instead,  he  spoke  of  a  temporary  investment  which  would  help  the 
poor  to  become  self-sufficient  and  climb  into  main  stream  society.  But  the  growth  of 
the  welfare  state  has  been  unending  and  relentless. 

Moreover,  there  is  not  even  the  faintest  glimmer  of  "light  at  the  end  of  the 
tunnel"  for  the  end  of  the  War  on  Poverty.  According  to  the  Congressional  Budget 
Office  total  annual  welfare  spending  will  rise  to  $538  billion  and  6  percent  of  GDP  by 
1999.  By  that  year  the  U.S.  will  be  spending  more  than  two  dollars  on  welfare  for  each 
dollar  spent  on  national  defense. 

While  a  major  portion  of  the  profected  growth  of  welfare  spending  is  for  medical 
services,  other  programs  will  show  steady  growth  as  well.  For  example,  spending  on 
cash,  food,  and  housing  programs  are  projected  to  grow  by  over  a  tf»ird  during  the  next 
five  years. 

The  Social  Costs  of  the  War  on  Poverty 
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Despite  this  massive  spending,  in  many  respects  the  fate  of  lower  income 
Americans  has  become  worse,  not  better,  in  the  last  quarter  century.  Today,  one  child 
in  seven  is  being  raised  on  welfare  through  the  AFDC  program.  When  the  War  on 
Poverty  began  roughly  one  black  child  in  four  in  the  U.S.  was  born  out  of  wedlock. 
Today  two  out  of  three  black  children  are  born  out  of  wedlock.  Rapid  increases  in 
illegitimacy  are  occurring  among  low  income  whites  as  well;  the  illegitimate  birth  rate 
among  low  income  white  high  school  drop  outs  is  48  percent  Overall  nearly  a  third  of 
children  in  the  U.S.  are  now  bom  to  single  mothers. 

In  welfare  as  in  most  other  things  you  get  what  you  pay  for.  For  thirty  years  the 
welfare  system  has  paid  for  non-work  and  non-marriage  and  has  achieved  massive 
increases  in  both.  By  undermining  the  work  ethic  and  rewarding  illegitimacy,  the 
welfare  system  insidiously  generates  its  own  clientele.  The  more  that  is  spent  the  more 
people  in  apparent  need  of  aid  who  appear.  The  government  is  trapped  in  a  vicious 
cycle  in  which  spending  generates  illegitimacy  and  dependency  which  in  turn 
generates  demands  for  even  greater  spending. 

Reforming  Welfare 

Any  fair  ol»server  would  note  that  no  matter  how  frequently  policy  makers  "end 
welfare,"  the  costs  continue  to  rise.  Welfare  absorbed  around  1.2  percent  of  GDP  when 
Lyndon  Johnson  launched  the  War  on  Poverty  in  1964;  it  had  risen  to  over  5  percent  by 
1992.  With  a  $324  billion  price  tag,  welfare  spending  now  amounts  to  roughly  $8,500 
for  each  poor  person  in  the  U.S.  Worse,  Congressional  Budget  Office  figures  show  total 
welfare  costs  rising  to  a  half  trillion  dollars,  about  6  percent  of  GDP,  by  1998.' 

The  long  history  of  bogus  welfare  reforms,  all  of  which  were  promised  to  save 
money  but  did  not,  leads  one  to  one  obvious  conclusion.  The  only  way  to  limit  the 
growth  of  welfare  spending  is  to  do  just  that  limit  the  growth  of  welfare  spending. 
The  welfare  system  must  be  put  on  a  dieL 

Welfare  entitlements  should  be  ended.  Most  separate  federal  non-medical  welfare 
programs  should  be  eliminated  and  the  funds  should  be  pooled  into  a  single  welfare 
block  grant  to  the  states.  The  future  growth  of  federal  non-medical  means-tested 
welfare  spending  should  then  be  capped  at  3  percent  per  annum.  Comprehensive 
reform  along  tfiese  lines  is  provided  in:  "The  Welfare  Reform  Act  of  1994"  (S.2134) 
introduced  by  Senators  Lauch  Faircloth,  Charles  Grassley  and  Hank  Brown  and  the 
companion  bill  H.R.  4566  introduced  by  Jim  Talent,  Tim  Hutchinson  and  Charles 
Canady  in  the  House  of  Representatives. 

Similarly  the  entitlement  nature  of  Medicaid  should  be  eliminated.  Medicaid 
and  other  means-tested  medical  programs  should  be  converted  into  a  single  medical 
block  grant  for  the  states  which  would  increase  at  the  rate  of  medical  inflation. 

By  slowing  the  outpouring  from  the  federal  welfare  spigot,  such  a  welfare 
spending  limit  would  gradually  reduce  the  subsidization  of  dysfunctional  behavior 
dependency,  non-work,  and  illegitimacy.  The  spending  controls  would  send  a 
warning  signal  to  state  welfare  bureaucracies.  Cushioned  by  a  steady  and  increasing 
flow  of  federal  funds  in  the  past,  most  bureaucracies  have  found  no  need  to  grapple 
with  the  tough  and  controversial  policies  needed  to  really  reduce  illegitimacy  and 
dependency.  With  a  cap  on  the  growth  of  future  federal  funds,  state  governments 

'  Tn«9«  flaurvs  r«pros«nt  vstlaatad  (adar*!,  state  and  local  spandinq  on  naans-tastad  u«ifat<t  programs  and  aid 
to  w:onnilcallv  dlsadvantaqad  coaaunltias.  Ttim   Conqrvssional  tudqat  Oftica  astiiutvs  only  fufira  radarxl 
spandlno.   rutura  stata  and  local  spandlnq  f  Igucas  wwra  astlnatad  saparataly  by  aaaualng  th^r  r.h*  r4t  lo  of  f«Hlaral 
spandlnq  to  stata  and  local  spanding  on  specific  prograias  woiild  raauin  unchanged.   This  Is  a  r.»asonabla  assutnpMon 
sinca  tha  c«qulcad  stata  contribution  to  iwst  (adaral  w^lttti   proqraais  Is  leglslatlvaly  rstabllshi^  at  a  fl.xad 
parcantag^  of  f*daral  spanding  on   that  pcograa.   TTiasa  parcantagas  changa  Itttla  ovar  tlaa. 
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would,  for  the  first  time,  be  forced  to  adopt  innovative  and  aggressive  policies  that 
would  reduce  the  welfare  roils. 

While  such  a  block  grant  approach  would  give  the  state  governments  infinitely 
more  flexibilty  than  the  current  system,  we  should  not  have  a  system  of  "zero 
responsibility  block  grants".  The  use  of  the  block  grant  funds  must  be  governed  by  a 
few  basic  moral  principles  established  at  the  federal  level.  These  principles  should 
include: 

1)  Limit  federal  susidies  for  future  illegibamte  births.  Insist  that  federal  funds  no 
longer  be  used  to  provide  direct  cash,  food,  and  housing  subsides  to  women 
under  21  who  in  the  future  have  children  out-of  wedlock.  States  who  believe  it 
is  wise  to  continue  the  current  system  of  direct  welfare  benefits  to  subsidize 
illegitimacy  in  the  future  could  to  do  so  with  their  own  state  funds,  but  they 
could  no  longer  use  federal  money  for  that  purpose.* 

2)  Provide  an  improved  quality  of  life  for  those  children  who  will  continue  to  be 
bom  out-of-wedlock  in  the  future  by  channeling  those  federal  welfare  funds 
which,  under  the  current  system,  go  directly  to  unwed  modiers,  into  alternative 
and  superior  forms  of  care,  such  as:  adoption  services  and  closely  supervised 
group  homes  for  young  unmarried  women  and  their  children. 

3)  Insist  that  in  the  future  mothers  who  receive  federally  funded  welfare  benefits 
must  establish  the  paternity  of  their  children. 

4)  Insist  that  federal  funds  not  be  used  to  provide  automatic  inreases  in  welfare 
benefits  to  women  who  give  birth  to  additional  children  while  already  receiving 
welfare. 

5)  Insist  on  serious  but  sensible  work  requirements  for  welfare  recipients 
receiving  federally  funded  aid,  focusing  those  requirements  on  the  most 
employable  welfare  recipients  first  (such  as  single  able-bodied  males  and  fathers 
in  two  parents  families),  rather  dum  on  single  mothers  with  infant  children. 

This  is  not  "conservative  micro-management".  Under  the  system  I  am  proposing 
hundreds  of  separate  federal  welfare  programs  would  be  pooled  into  a  single  block 
grant  thereby  rescinding  tens  of  thousands  of  pages  of  current  federal  regulation. 
These  regulations  should  be  replaced  by  10  or  20  pages  of  simple  federal  principles 
which  would  insure  that  federal  welfare  funds  were  used  to  promote  marriage  rather 
than  illegitimacy  and  work  rather  than  dependency. 


*     This   llBltatlon   should  apply  only  to  momii  who  hai*  cMldrm  on*  yaai  alter   th«  enacUwnt  of   rcCon* 
laqlsUtloD,   not  to  those  who  h«v*  «li»<dy  h*d  chlldrvs  out  of  Medloct. 
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THE  POVERTY  PARADOX 
RELATION  OF  WELFARE  SPENDING  TO  POVERTY 
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WELFARE  SPENDING  PER  LOW  INCOME  PERSON 

CONSTANT  1993  DOLLARS 
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PROJECTIONS  OF  DEFENSE  AND  WELFARE  SPENDING 
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THE  U.S.  WELFARE  SYSTEM 

MEANS-TESTED  ASSISTANCE  PROGRAMS  AND  AID  TO 
ECONOMICALLY  DISTRESSED  COMMUNITIES 


CASH  AID 


CASH  01)  Aid  to  Families  with  Dependent  Children 

Budget  Account  Number  7S-  i  SO  I  -0- 1  -^9 

FY  1993:  federal  S13.7677  million   state  SI  1,426.8  million 

CASH  02)  Supplemental  Security  Income 

Budget  Account  Number  75-0406-0- 1-«09 

FY  1993:  federal  S22.642  million   state  $3^00  million 

CASH  03)  General  Assistance:  Cash 

Budget  Account  Number,  none 

FY  1993:  state  S3440  million  (estimate) 

CASH  04)  Earned  Income  Tax.Credit 
Budget  Account  Number.  20-0906-0-1-609 
FY  1993:  federal  S13.663  million 

CASH  OS)  Foster  Care:  Title  IV  E 

Budget  Account  Number  75-1S4S-I-1-S06 

FY  1993:  federal  S2432.4  million  state  S1.779JS2  million 

CASH  06)  Assistance  to  Refugees  and  Cuban/Haitian  Entrants 
Budget  Account  Number  7S-lS03-0-i-609 
FY  1993:  federal  S6S.122  million 

CASH  07)  Emergency  Assistance  to  Needy  Families  with  Children 

Budget  Account  Number.  7S- ISO  I -0-1 -609 

FY  1993:  federal  $202.19  million    state:  S202.19  million 

CASH  08)  Adoption  Assistance 

Budget  Account  Number  7S-1S4S-M-S06 

FY  1993:  federal  S273.382  mUlion  state  S15S.S28  milUon 

CASH  09)  General  Assistance  to  Indians 
Budget  Account  Number  14-2 100-0- 1 -452 
FY  1993:  federal  SI06.1 14  million 

MEDICAL  AID 

MEDICAL  01)  Medicaid 

Budget  Account  Number.  75-OS 12-0-1 -SSI 

FY  1993:  federal  S7S,744  million  state  S56.0S1  million 

MEDICAL  02)  General  Assistance:  Medical  Care 

Budget  Account  Number  none 

FY  1993:  state  SS,204  million  (estimate) 

MEDICAL  03)  Indian  Health  Services 
Budget  Account  Number  7S-0390-0-1-SSI 
FY  1993:  federal  $1.49S.4S4  million 

MEDICAL  04)  Maternal  and  Child  Health  Services  Block  Gram 

Budget  Account  Number  7S-03S0-0-I-SS0 

FY  1993:  federal  S664.S30  million   state  S423.6  million 

MEDICAL  OS)  Community  Heahh  Centers 
Budget  Account  Number  7S-03SO-0-I-SSO 
FY  1993:  federal  SSS8.808  million 

MEDICAL  06)  Medical  Assistance  to  Refugees  and  Cuban/Haitian  Entrants 
Budget  Account  Number  7S- 1 S03-0- 1  -609 
FY  1993:  federal  S98.043  million 
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MEDICAL  07)  Migrant  Health  Services 
Budget  Account  Number  7S-03S0-O-I-SS0 
FY  1993:  federal  $57,306  million 

MEDICAL  08)  Medicare  for  Persons  with  Incomes  Below  the  Federal  Poverty  Threshold 

Budget  Account  Number  None 

FY  1993:  federal  S I S.S  1 6.800  million 

FOOD  AID 

FOOD  0 1 )  Food  Stamps 

Budget  Account  Number  I2-3S0S-O-I-60S 

FY  1993:  federal  S23,S77  million  state  SI.628  million 

FOOD  02)  School  Lunch  Program 
Budget  Account  Number  1 2-3S39-0- 1  -60S 
FY  1993:  federal  $4,670.9  million 

FOOD  03)  Special  Supplemental  Food  Program  for  Women,  Infiuits.  and  Children  (WIC) 
Budget  Account  Number:  12-3Si0-O-l-60S 
FY  1993:  federal  $2,846  J  miUion 

FOOD  04)  The  Emergency  Food  Assistance  Program 
Budget  Account  Number  12-3635^1-351 
FY  1993:  federal  $163.4  million 

FOOD  OS)  Nutrition  Program  for  the  Elderly 

Budget  Account  Number  12-35034)-l-35l 

FY  1993:  federal  $573,939  mUUon   state  $65,007  miUion 

FOOD  06)  School  Breakfast  Program 
Budget  Account  Number  1 2-3  S39-0- 1-605 
FY  1993:  federal  $866.0  mUlion 

FOOD  07)  Child  and  Adult  Care  Food  Program  (Means-Tested  and  Low-Income  Component) 
Budget  Account  Number  1 2-3539-0- 1-60S 
FY  1993:  federal  $1^25.704  millioa 

FOOD  08)  Summer  Food  Service  Program  for  Children 
Budget  Account  Number  12-3 539-0- 1 -605 
FY  1993:  federal  $210.4  million 

FOOD  09)  Needy  Families  Food  DistributioB  Program  (Commodity  Food  Distribution  Program  on  Indian 
Reservations  in  Lieu  of  Food  Stamps) 
Budget  Account  Number  1 2-3503-0- 1-«05 
FY  1993:  federal  $61,968  million 

FOOD  10)  Commodity  Supplemental  Food  Program  (CSFP)  for  Mothers.  Children,  and  Elderly  Persons 
Budget  Account  Number  1 2-35 1 2-0- 1  -605 
FY  1993:  federal  $1 10.58  mUlion 

FOOD  1 1 )  Special  Milk  Program  (Free  Segmem) 
Budget  Account  Number  12-3502-0-1-605 
FY  1993:  federal  $1.44  million 

HOUSING  AID 

HOUSING  01)  Section  8  Lower-Income  Housing  Assistance 
Budget  Account  Number  86-0164-0-1-604;  86-0 1 94-0- 1 -604 
FY  1993:  federal  $13,288  miUion 

HOUSING  02)  Low-Rent  Public  Housing 

Budget  Account  Number  86-0163-0-1-604;  86-0164-0-1-604 

FY  1993:  federal  $3,726.8  million 

HOUSING  03)  Section  502  Rural  Housing  Loans  for  Low-Income  Families 
Budget  Account  Number  12-2081-0-1-371 
FY  1993:  federal  $1,842,989  million 

HOUSING  04)  Section  236  Interest  Redualon  Payments 
Budget  Account  Number  86-0148-0-1-604 
FY  1993:  federal  $634,744  million 
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HOUSING  OS)  Section  5 1 S  Rural  Rental  Housing  Loans 
Budget  Account  Number  1 2-208 1 -0-1 -37 1 
FY  1993:  federal  S573.8S7  million 

HOUSING  06)  Section  321  Rural  Rental  Assistance  Payments 
Budget  Account  Number  I2-0I37-0-I-604 
FY  1993:  federal  S393.922  million 

HOUSING  07)  Section  23S  Homeownership  Assistance  for  Low-Income  Families 
Budget  Account  Number:  86-0148-0-1-604 
FY  1993:  federal  S62.033  million 

HOUSING  08)  Section  101  Rent  Supplements 
Budget  Account  Number  86-0129-0-1-604 
FY  1993:  federal  S5S.1  million 

HOUSING  09)  Indian  Housing  Improvement  Grants 
Budget  Account  Number  14-2301-0-1-452 
FY  1993:  federal  $19,922  million 

HOUSING  10)  Section  S04  Rural  Housing  Repair  Loan  Grants  for  Very  Low-Income  Rural  Homeowners 
Budget  Account  Number  1 2-208 1-0-1-371 
FY  1993:  federal  SI  I J30  miUion 

HOUSING  1 1 )  Section  514  Farm  Labor  Housing  Loans 
Budget  Account  Number  I2-2081-O-I-37) 
FY  1993:  federal  $16^99  million 

HOUSING  12)  Section  523  Rural  Housing  Self-Help  Technical  Assistance  Grants  and  Section  523  Rural 

Housing  Loans 

Budget  Account  Number  12-2006-0-0-604  (granu);  12-2080-0-1-371  (loans) 

FY  1993:  federal  SI  1.142  million 

HOUSING  13)  Section  516  Farm  Labor  Housing  Grants 
Budget  Account  Number  12-2004-0-1-604 
FY  1993:  federal  S1S.936  million 

HOUSING  14)  Section  533  Rural  Housing  Preservation  Grants  for  Low-Income  Rural  Homeowners 
Budget  Account  Number  12-2070-0-1-604 
FY  1993:  federal  S23  miUion 

HOUSING  15)  Public  Housing  Expenditures  by  State  Governments 
Budget  Account  Number  none 
FY  1993:  state  S2,856  (estimate) 

ENERGY  AID 

ENERGY  01)  Low-Income  Home  Energy  Assistance  Program 

Budget  Account  Number  75-1502-0-1-609 

FY  1993:  federal  SU 1 8.961  million   state  S92J27  miUion 

ENERGY  02)  Weatherization  Assistance 
Budget  Account  Number  89-0215-0-1-999 
FY  1993:  federal  SI82J68  milUon 

EDUCATION  AID 

EDUCATION  01)  Pell  Grants 

Budget  Account  Number  91-0200-0-1-502 

FY  1993:  federal  S6,098.572  million 

EDUCATION  02)  Head  Start 

Budget  Account  Number  75- 1 536-0- 1  -506 

FY  1993:  federal  S2.776.04l  million   state  S694  million 

EDUCATION  03)  Title  One  Grants  to  Local  Education  Authorities  for  Educationally  Deprived  Children 
Under  the  Elementary  and  Secondary  Education  Act 
Budget  Account  Number  9 1-0900-0- 1 -SO  I 
FY  1993:  federal  S6. 139.868  million 


202 


EDUCATION  04)  Supplemental  Educational  Opportunity  Grants 
Budget  Account  Number:  91-0200-0-1-502 
FY  1993:  federal  SS88.108  million 

EDUCATION  05)  Chapter  One  Migrant  Education  Program 
Budget  Account  Number:  91-0900-0-1-501 
FY  1993:  federal  $302,773  million 

EDUCATION  06)  Special  Programs  for  Students  from  DisadvanUged  Backgrounds  (TRIO  Programs) 
Budget  Account  Number:  91-0201-0-1-502 
FY  1993:  federal  S388.I65  million 

EDUCATION  07)  State  Student  Incentive  Grants  (SSIG)  for  Needy  Students 

Budget  Account  Number:  91-0200-0-1-502 

FY  1993:  federal  $78,003  million   state  $78,003  million 

EDUCATION  08)  Fellowships  for  Graduate  and  Professional  Study  for  Disadvantaged  Minorities 
Budget  Account  Number  91-0900-0-1-502 
FY  1993:  federal  $61,628  million 

EDUCATION  09)  Follow  Through 
Budget  Account  Number  91-1 000-0- 1  -50 1 
FY  1993:  federal  $8,478  million 

EDUCATION  1 0)  Even  Start 

Budget  Account  Number  9 1 -09004)- 1 -501 

FY  1 993 :  federal  $90. 1 22  million 

JOBS  AND  TRAINING  AID 

TRAINING  01)  Training  for  Disadvantaged  Adults  and  Youth  (JTPA 11- A),  Block  Grant 
Budget  Account  Number  16-0174-0-1-504 
FY  1993:  federal  $1,691.7  million 

TRAINING  02)  Summer  Youth  Employment  Program  (JTPA  II-B) 
Budget  Account  Number  1 6-0 1 74-0- 1  -504 
FY  1993:  federal  $849,412  millioa 

TRAINING  03)  Job  Corps  (nPA-IV) 
Budget  Account  Number.  16-0174-0-1-504 
FY  1993:  federal  $949  J87  million 

TRAINING  04)  Senior  Community  Service  Employmciit  Program 

Budget  Account  Number.  16-0175-0-1-504 

FY  1 993 :  federal  $389,046  million    stale  $43.23  million 

TRAINING  05)  Job  Opportunity  and  Basic  Skills  Training  (JOBS) 

Budget  Account  Number.  75-1509-0-1-504 

FY  1993:  federal  $736,500  million   state  $456,630  millioa 

TRAINING  06)  Foster  Grandparents 

Budget  Account  Number.  44-0103-0-1-506 

FY  1993:  federal  $38,923  million   state  $8.95  million 

TRAINING  07)  Senior  Companions 

Budget  Account  Number  44-0 1 03-0- 1  -506 

FY  1993:  federal  $14,571  million   state  $3  J5  millioa 

TRAINING  08)  Migrant  and  Seasonal  Farm  Woikets  Training  Program 
Budget  Account  Number.  16-0174-0-1-504 
FY  1993:  federal  $78303  million 

TRAINING  09)  Indian  and  Native  American  Employment  and  Training  Program 
Budget  Account  Number  1 6-0 1 74-0- 1-504 
FY  1993:  federal  $61,871  million 

SOCIAL  SERVICES 

SERVICES  01)  Social  Services  Block  Grant  (Title  XX) 

Budget  Account  Number:  75-1634-0-1-506 

FY  1993:  federal  $2,784,745  million    stale  $2,200  million 
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SERVICES  02)  Community  Services  Block  Grant 
Budget  Account  Number:  75-1504-0-1-506 
FY  1993:  federal  S442.830  million 

SERVICES  03)  Legal  Services  Corporation 
Budget  Account  Number:  20-0501-0-1-752 
FY  1993:  federal  S360.563  million 

SERVICES  04)  Emergency  Food  and  Shelter  Program 
Budget  Account  Number:  58-0103-0-1-605 
FY  1993:  federal  $128,992  million 

SERVICES  05)  Social  Services  for  Refugees  and  Cuban/Haitian  Entrants 
Budget  Account  Number  75-1503-0-1-609 
FY  1993:  federal  S68.685  million 

SERVICES  06)  Title  X  Family  Planning 
Budget  Account  Number  75-0350-0-1-550 
FY  1993:  federal  SI62.646  million 

SERVICES  07)  Volunteers  in  Service  to  America  (VISTA) 
Budget  Account  Number:  44-0103-1-0-506 
FY  1993:  federal  S43.31 1  million 

SERVICES  08)  Title  III  b  Supportive  Services  Under  die  Older  Americans  Act 
Budget  Account  Number:  75-0 142-0- 1 -506 
FY  1993:  federal  S296.844  million 

SERVICES  09)  Daycare  Assistance  for  Families  "At-Risk"  of  Welfare  Dependence 
Budget  Account  Number.  75- 1 50 1-0- 1 -609 
FY  1993:  federal  S264316  million 

SERVICES  10)  Child  Care  and  Development  Block  Grant 
Budget  Account  Number  75-1515-0-1-609 
FY  1993:  federal  S  892.71 1  million 

SERVICES  1 1)  Child  Care  for  Recipienu  (and  Ex-Recipients)  of  AFDC 
Budget  Account  Number  75-1501-0-1-609 
FY  1993:  federal  S595.568  miUion 

COMMUNITY  AND  DEVELOPMENT  AID 

COMMUNITY  AID  0 1 )  Community  Development  Block  Grant 
Budget  Account  Number  86-0162-0-1-451 
FY  1993:  federal  S4^43  J74  million 

COMMUNITY  AID  02)  Urban  Development  Action  Grant  Program  (UDAG) 
Budget  Account  Number  86-0170-0-1-451 
FY  1993:  federal  S5I JI4  million 

COMMUNITY  AID  03)  Economic  Development  Administratbon 
Budget  Account  Number.  13-2050-0-1-452 
FY  1993:  federal  S26.356  million 

COMMUNITY  AID  04)  Appalachian  Regional  Development  Program 
Budget  Account  Number  46-0200-0-1-452 
FY  1993:  federal  $144,697  million 

COMMUNITY  AID  05)  Legalization  Impact  Aid 
Budget  Account  Number  75-1508-0-1-506 
FY  1993:  federal  $325,642  million 
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FUTURE  WELFARE  SPENDING 


PROJECTED  WELFARE  SPENDING        1 

[AMOUNTS  IN  MILLIONS 

1                  1 

1 

1              1994|         199SI          I99« 

1997 

1996 

1999 

TOTAL  FEOERAL  AID 

252.11  I|  279.0391    298.031 

324.0171  348.793 

379.699 

TOTAL  STATE  AK) 

1         101.7t*r  111. 1691     121.797 

134.135    147.464; 

161.909 

TOTAL  AID                                                                               1 

3S3.82S:  3«7.206j    419.828 

458.152   496.257; 

537.608 

!                             '                    '               1 

1 

■      !                 -.1.                 1              i               '                1             J 1 

CASH 


BUDGET  COOE 

1994 

I99S          1996 

1997 

1998 

1999 

AMOUN  S  IN  MILUONS 

CASH  AID.  FEOEIML 

H.a21 

M.498 

•4.887 

71,771 

71 ,248 

•8.972 

AfOC 

75-1501 -a-1-609 

16.478 

17.04: 

17.566 

18.022 

18.589 

19J06 

SSI 

75^>40»«-t-6a9 

24.856 

24.463 

24.477 

29.338 

32.122 

35.052 

Eanwd  InconM  Tax  Cradl 

2009064-1-609 

10.810 

15.148 

18.507 

20.065 

20.836 

21.870 

FoiKr  C«ra/A<topuon  Anhtanea 

75-1545-1-1-506 

3.025 

3.355 

3.7S7 

4.049 

4.371 

4.710 

75-1503-0-1-609 

120 

IS 

129 

132 

130 

139 

G«tMnl  AnMMo*  M  imMm 

14-21 0fr«-1-4S2 

112 

145 

151 

165 

189 

195 

CASH  AID- STATE 

24.108 

24,92t 

28,801 

X7,t96 

ajou 

•6.818 

AFOC 

75-1501-O-1-606 

13676.74 

14144.9 

14579.8 

149S8J6 

15428.9 

15941 

SSI 

75-040»«-t-609 

5177.76 

514143 

5140.17 

6160.96 

6745.02 

7360.92 

General  AssMmoK  CMi 

non* 

3.529 

3.729 

3.940 

4.163 

4.399 

4.ea 

Fojiar  Cara/Ada«Men  AsaWanca 

75-1S49-1-I-506 

1724J5 

19123$ 

2141.49 

2307.93 

2491.47 

2684.7 

CASH  Am  (COMBWEO  FEDEKAL  t  STATE) 

T9.129 

U,42« 

•0,388 

•9.34t 

108,318 

111,(07 

MEDICAL 


BUDGET  COOE 

1904 

1995 

1006 

1997 

1996 

1999 

MEOKALAIO-FEOEflAL 

196,137 

11(J87 

133.819 

1«.989 

184,087 

184,7W 

M«))C*M 

7SOS12^>-1.551 

89.892 

96.199 

108.119 

120.927 

135.362 

151.050 

tndiafl  Hu«t  Swvtcn 

7S-030(M>-1-SS1 

1.639 

1.665 

1.745 

1.801 

1.890 

1.919 

Malamal  ft  CMd  Hm«i  Santoa* 

7543900-1-550 

Wt 

688 

•88 

710 

733 

756 

75-01S&4-1-5S0 

524 

999 

•27 

645 

662 

681 

M«ltcal  Asaiiunca  for  R«h«MS 

7V15aM-1-609 

136 

143 

146 

151 

154 

159 

Migram  Hum  CanMn 

7543500-1-550 

51 

59 

•1 

63 

•5 

67 

Maocara  fof  Panona  w  Inoonwa  Bawv  Povarty  1 

75-091 1-O1-SS0 

17.648 

19.914 

22.233 

24.862 

27JS2 

30.113 

MEMCALAO- STATE 

n.u* 

77.807 

•4,177 

M.t38 

ie8.«)« 

120  J03 

Mffllirairt 

7S491»>-1-551 

•3530.48 

71187  3 

•0008.1 

89485  98 

ioai«8 

111777 

Ganafal  As«alanca:  Ma<acal  Car* 

nana 

S.S84 

S.992 

8.429 

8.896 

7,402 

7.942 

Matamal  t  CNM  HaaMi  SwvicM 

7543SOO.1.550 

439  88 

427.52 

440.32 

4S4  4 

46912 

463  84 

m^on:aL  Mb  (tommttt  Kftf  Aai  4 

STATE) 

178.091 

19*,<74 

220,496 

248,797 

274.12* 

364.9M 

FOOD 


BUDGET  CODE 

1994 

1909 

1906 

1997 

19961 

1999 

FOOD  AID- FEDERAL 

38.198 

38.448 

17,t31 

39.328 

42,968 

12-35094-1-805 

24.27fl 

24.740 

25.350 

26.420 

27.6401 

28.740 

CMdNuUtUon 

12-3S3OO1-609 

7.014 

7.447 

7.926 

8.424 

8.9261 

9.461 

WIC 

12-391OO1-809 

3.179 

3.280 

3.378 

3.486 

3.561  i 

3.897 

Emctgency  Food  Aiaisunca 

12-36354-1-391 

122 

123 

126 

130 

1331 

137 

12-03904-1-550 
754142-01-506 

806 

820 

•49 

861 

1 
6781 

698 

12-3903-O1-90S 

71 

99 

78 

74 

76| 

12-3912-01-609 

113 

107 

110 

113 

1161 

119 

Spaaal  Milk  Program 

12-3902-01-609 

18 

18 

18 

18 

1               1 

FOOD  AID- STATE                                                  1 

1i2S.MI  1SS3.J^ 

1(91.*t 

1887.91 

1732.*8I 

1801.18 

FoodSUmpa 

12-39094-1-609 

1456.2 

1484.4 

1921 

I585J 

1696.41 

17244 

Nutmion  Pragram  for  Ilia  EMarly 

12-03904-1-990 
794142-01-906 

•6.86 

80.10 

70.99 

7171 

74.981 

78.78 

1      _  . 

1               1 

FOOD  AID  (COMBINED  FEDEKAL  ft  STATE) 

38,*18 

38.001 

39.223 

4«.964 

42.881 

44.7091 
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HOUSING 


BUDGET  CODE 

1M4 

1885 

1908 

1887 

1088 

1888 

HOUSmO  MO- FEOOWL 

22(77 

28818 

28882 

27484 

288(0 

28811 

SMdon  8  Loniar-lneonM  Houttna 

S84ie4«1-M4 

17.303 

18.588 

21.181 

22.058 

23.075 

24.128 

UMMtm  PuMc  Houstno 

86-01«M>-1-«04 

2.S33 

2.552 

2.724 

2.787 

2.872 

1848 

t2-2aSt-0-1-371 
t2-4141-0-»-37t 

1400 

1488 

1354 

1163 

571 

250 

SMHon  230  IMMMl  ftodudion  PayfMnli 

8S4)14»O-1-a04 

608 

845 

825 

825 

824 

824 

12mi37-O-1-«04 

MO 

451 

485 

542 

581 

645 

8S4)14»0-1-a04 

SO 

82 

60 

21 

13 

4 

SKDon  101  RotI  SupptamMts 

8ft«12»«-1-0(M 

57 

58 

61 

63 

64 

60 

indiM  Hoioma  hnprovwiMnl  GranH 

14-2301-0-1-U2 

132 

145 

151 

160 

160 

185 

12-200WM404 

11 

12 

12 

13 

14 

14 

12-2004-0-1-aM 

12 

13 

16 

11 

12 

12 

12-2a7(M>-1-«04 

23 

23 

23 

24 

25 

25 

HOUSmOAO- STATE 

2^«8 

3427 

3.847 

4.121 

4,8(7 

(J81 

PuMc  Hotoino  E)9«ndft«w 

nan* 

2.8M 

3J27 

3647 

4121 

4657 

5262 

HOUSMO  MO  icommtbtiBOkALk 

STATE) 

2MS3 

2sja 

10.128 

31.(0( 

32.787 

14,174 

MEANS-TESTED  EDUCATION 


BUDGET  CODE 

1994 

1995 

1996 

1997 

1998 

1999 

EDUCATION  MO-  FEDSUL 

16.704 

17.502 

18.288 

18.791 

19.293 

19.811 

Pd  GrtntI 

91-0200^3-1-502 

6.114 

6.398 

6.843 

7.035 

7.222 

L     7.416 

H««d  Stan 

75-1536-O-l-SOe 

3.015 

3.320 

3.445 

3.538 

3.633 

3.731 

ritl*  1  Grants  fo»  Educatiena8y  0«pnv*d  ChiWrao 

91-0900^1-501 

6.141 

6.315 

6.490 

6.667 

6,845 

7.028 

Supplamantal  Educational  Opportunty  Granu 

91-0200-0-1-502 

583 

585 

600 

617 

633 

650 

Chaptar  1  Migrant  Education 

91-0900-0-1-501 

304 

306 

313 

321 

330 

339 

TWO  Programs 

91-0201-O-I-502 

390 

414 

428 

440 

452 

464 

91-0200^1-502 

72 

73 

75 

77 

79 

82 

Evan  Start 

91-090OO-1-501 

85 

91 

94 

96 

99 

101 

1 

EDUCATION  MO-  STATE 

82S.75 

903 

936.29 

961.9 

987.25 

1014.7S 

Haad  Start 

7S-1S3S-O-1-506 

753.75 

830 

861.25 

884.5 

908.25 

932.75 

91-020OO-I-S02 

72 

73 

75 

77 

79 

82 

EDUCATION  AID  (COMBMB*  FEOOUL  li  STATE] 

17.530 

18.403 

19J24 

19.753 

20.280 

20.826 

ENERGY 


BUDGET  COOE 

1884 

1985 

1086 

1997 

1986 

1980 

ENERGY  MO-  FEDERAL 

1,312 

2.1M 

1,884 

1.728 

1.770 

1,814 

.owMnoonw  Hofiw  Ehmw  AMMtanos 

7$-15a2-0-1-60e 

1.135 

1.870 

1.471 

1.508 

1.540 

1.584 

MaailMflzallao  AssWanea 

8M1215-0-1-999 

187 

206 

213 

218 

224 

230 

UIEROY  MO- STATE 

78.4S 

118.12 

102.87 

ies.(( 

18842 

110.88 

75-15Q2-O-1-009 

79.45 

138.32 

102.07 

105.58 

10842 

110.88 

•NtilGy  MO  (cmMMb)  KMkAL  s 
iTATE) 

1.411 

2^ 

1.T87 

1^2 

1.878 

1.928 
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JOB  TRAINING 


8UDOETCOOE 

10M 

1005 

1990 

1097 

1090 

1999 

JOBS  A  TRAMMO- FEDERAL 

4J44 

4324 

4,S30 

4,082 

4,818 

4,911 

TraMng  tor  OtaadvanUowS  AduNs  A  Youm 

1»^174^>-1.S04 

1,045 

992 

1.014 

1.042 

1.070 

1.008 

10-01 74^>-1-S04 

811 

814 

904 

929 

054 

960 

JobCOfps 

ie-0174-0-1-S04 

9M 

1.002 

1,043 

1.084 

1.125 

1.150 

Senlof  Community  Smvka  Employmefli 

joes 

ie-017W)-1-504 
7S-1SO0-O-1-SO4 

309 

700 

411 

423 

434 

440 

458 

FostarCrandpanfMs 
S#fNor  Cofnpflntons 
MlBf»nl  «  Seasonal  Fami  Worfcara  TraMng 

44-0103-0-1-S08 
44-010U>-1-S0e 
10-0174-O-1-SO4 

se 

30 
SI 

87 
30 
04 

70 
31 
87 

72 
32 

91 

74 
33 
94 

76 
34 

97 

Sanlor  Comnninliy  Saivlca  Emctovment 
XlBS 

16-0175-0-1-504 
75-1508-0-1-504 

S88.77 
43.80 
480.8 

•00.72 
45.21 
533.2 

•27.78 

40.53 

558 

•48  J« 

47.74 
570.8 

U2.«7 

49.00 
589 

•70.I8 

50  38 
595  2 

Foster  Grandparents 
Senior  Companions 

444103-0-1-SOe 
444)103-0-1-500 

15.18 
0.9 

15.41 
0.0 

18.1 
7.13 

18.50 
7.30 

17.02 
759 

1748 
7  82 

JOBS  ft  TTWININO  AID  (COMBINEO  FEDERAL 
ft  STATE) 

4,800 

4,926 

8.100 

C.330 

M7> 

S,SS2 

MEANS-TESTED  SOCIAL  SERVICES 


BUDGET  CODE 

1994 

1095 

1990 

1997 

1990 

1999 

SOCIAL  SERVICES-  FEDERAL 

8,212 

M«2 

MM 

8,718 

8.881 

8,823 

Sodal  Services  nock  Grant 

75-1034-0-1-500 

2.800 

2,900 

2.000 

Z800 

2.800 

2.800 

Community  Services  Block  Grant 

75-1504^1-500 

407 

470 

405 

498 

511 

525 

204)S01-0-1-7S2 

395 

410 

421 

432 

443 

455 

Emergency  Food  ft  SlMHer  Program 

Sfr«10»O-1-00S 

130 

134 

137 

141 

145 

148 

Social  Servkxs  tor  Refugees 

75-150»«-1-000 

81 

82 

04 

80 

89 

91 

TKIe  X  Fam«y  Planning 

7S435&O-1-550 

157 

179 

108 

193 

199 

204 

VISTA 

44-0103-1-0-500 

41 

43 

44 

45 

47 

48 

Title  llib  Supportive  Services 

7*0142-0-1-500 

305 

312 

321 

329 

338 

347 

ChNd  Care  Block  Gianl 

75-1515-0-1-009 

030 

1.250 

1.213 

1,191 

979 

1.005 

SOCIAL  SERVICES-  STATE 

2212 

2212 

2212 

2212 

2212 

2212 

Social  Services  Block  Grant 

75-1034^1-500 

2212 

2212 

2212 

2212 

2212 

2212 

SOCIAL  SERVICE  (COMSiN^b  FfeOtRAL  ft 
STATE) 

7,424 

7.904 

7.908 

r.927 

7,783 

7.838 

COMMUNITY  DEVELOPMENT 


BUDGET  CODE 

1904 

1995 

1090 

1997 

1990 

1999 

DEVELOPMENT  AID 

4,989 

8.100 

8,309 

8.603 

8,833 

0,003 

Community  Devetopment  Block  Grant 

804162-0-1-451 

3,707 

4.273 

4.041 

4.891 

5.142 

5.289 

Uivafi  DevelopmerM  Aclkwi  GiaiMs 

8041 7^0-1-451 

SO 

35 

35 

15 

7 

0 
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201 
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255 
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Lesalizatton  Impact  AM 
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0 

0 

0 

0 
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Members  of  the  Committee: 

My  name  is  Mark  Greenberg.   I  am  a  Senior  Staff  Attorney  at  the  Center  for  Law  and  Social 
Policy  (CLASP).  CLASP  is  a  non-profit  organization  engaged  in  research,  policy  analysis, 
and  advocacy  on  issues  affecting  low  income  families.   My  primary  area  of  work  concerns 
federal  and  state  welfare  reform  efforts. 

In  the  current  debate,  there  have  been  numerous  proposals  for  restructuring  the  federal-state 
relationship  in  programs  for  low  income  individuals  and  families.  Some  proposals  involve 
very  specific  changes  in  the  rules  governing  eligibiEty  for  federally  assisted  programs.  However, 
a  frequent  theme  in  many  proposals  and  in  much  of  the  discussion  is  the  call  for  greater  state 
flexibility    Some  proposals  envision  block  granting  existing  entitlement  programs,  with  or  without 
significant  initial  reductions  in  program  funding.  Others  involve  efforts  to  provide  greater  state 
flexibility  wathin  the  current  structure  of  means-tested  entitlements. 

In  the  current  federal  structure,  a  number  of  basic  assistance  programs  -  AFDC,  Food  Stamps, 
SSI,  operate  on  the  principle  of  entitlement  -  goveniment  sets  a  formula  for  determining 
eligibility,  and  is  then  committed  to  providing  assistance  to  those  who  meet  the  eligibility 
requirements.  In  contrast,  in  a  block  grant  structure,  the  federal  government  would  establish  a 
level  of  federal  spending,  allocate  funds  to  the  states,  and  then  let  states  determine  how  to  spend 
it,  without  a  duty  to  provide  assistance  to  all  who  qualify 

There  seem  to  be  three  principal  arguments  articulated  for  shifting  from  entitlements  to  block 
grants:  fostering  flexibility;  controlling  spending;  and  ending  "the  entitlement  mentality" 

In  my  testimony  this  morning,  I  wish  to  make  the  foDowing  points: 

•  States  should  have  more  flexibility  in  some,  but  not  all,  aspects  of  federally  assisted 
entitlement  programs. 

•  It  is  not  necessary  to  shift  from  entitlements  to  Hock  grants  to  foster  state  flexibility    It  is 
possible  to  have  a  block  grant  structure  which  is  not  very  flexible,  and  it  is  possible  to 
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provide  states  with  substantially  more  flexibility  without  moving  to  a  block  gram 
structure. 

•  Nor  is  it  necessary  to  shift  from  an  entitlement  to  a  block  grant  structure  to  reduce  federal 
expenditures,  if  that  is  Congress'  goal.  Moreover,  ending  entitlements  would  generates 
federal  savings  in  a  very  troubling  way  ~  by  creating  a  structure  in  which  programs  are 
unable  to  respond  in  times  of  increased  need. 

•  The  principle  of  entitlement  does  not  mean  that  programs  must  provide  aid  without 
expecting  obligations  on  the  part  of  program  beneficiaries    It  simply  meaiu  that  after 
government  has  determined  appropriate  eligibility  conditions,  government  will  provide 
assistance  to  those  who  meet  the  conditions. 

Accordingly,  retaining  and  reforming  the  existing  entitlement  structure,  rather  than  block-granting 
entitlements,  is  the  approach  which  would  best  balance  goals  of  addressing  federal  program 
objectives,  assuring  accountability  in  use  of  federal  funds,  allowing  state  flexibility,  and  providing 
for  responsive  and  fair  treatment  to  individuals 

The  Argument  for  Some  Flexibility 

It  is  sometimes  assumed  that  the  goal  of  federal  policy  should  be  to  maximize  state  flexibility. 
However,  there  are  some  situations  where  more  state  flexibility  is  appropriate,  and  others  where  it 
is  not.  Let  me  suggest  some  factors: 

he  argument  for  greater  flexibility  seems  strongest  in  instances  where: 

There  is  agreement  on  the  problem  to  be  addressed,  but  no  consensus  about  the  best  way 
to  address  it. 

There  is  the  potential  to  learn  from  state  variations  in  a  way  that  can  improve  federal 
policy-making  over  time; 

Substantial  variations  in  state  or  local  conditions  dictate  against  mandating  a  particular 
approach; 

There  is  no  countervailing  federal  interest  in  uniformity; 

The  state  is  committing  its  own  resources  in  addition  to  federal  resources  to  the  effort. 

Conversely,  the  argument  for  state  flexibility  is  weakest  in  instances  where  a  range  of  approaches 
would  impair  the  ability  to  address  a  problem  of  national  concern,  or  to  know  whether  the 
problem  is  being  addressed,  where  variations  in  local  circumstances  are  a  less  significant  factor; 
and  where  the  funding  for  an  effort  is  purely  federal  funding. 
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To  illustrate,  let  me  draw  a  contrast  between  the  Job  Opportunities  and  Basic  Skills  Trainbig 
Program  (JOBS)  and  the  Food  Stamp  Program. 

The  JOBS  Program  under  the  Family  Support  Act  has  two  principal  goals:  to  increase  the  labor 
market  success  of  families  receiving  AFDC,  and  to  ensure  substantial  participation  in 
employment-directed  activities  by  families  receiving  assistance.  While  there  may  be  general 
agreement  on  these  broad  goals,  there  is  not  agreement  about  the  best  way  to  fulfill  them.  Should 
a  state  emphasize  education  and  training  or  work  experience  or  job  search?  Should  a  stale  allow 
access  to  postsecondary  education?  Should  a  state  make  extensive  usage  of  wage  subsidy 
programs?  In  each  of  these  areas,  the  existing  research  is  not  so  clear  as  to  mandate  a  single 
national  approach.  Moreover,  the  answer  could  well  be  different  in  a  community  with  3% 
unemployment  than  in  a  community  with  10%  unemployment;  or  based  on  entry  level  w<^es  in  a 
particular  job  market,  or  based  on  the  education  levels  of  a  family  receiving  AFDC.  Further,  since 
there  are  not  enough  resources  to  involve  all  families,  there  is  a  strong  argument  for  substantial 
state  discretion  in  determining  which  families  participate.  States  have  a  dual  incentive  to  operate 
responsibly  in  their  JOBS  expenditures;  the  state  must  use  its  own  funds  to  match  federal  JOBS 
dollars,  and  if  the  expenditures  are  not  effective  in  reducing  state  AFDC  costs,  there  is  a  further 
adverse  impact  for  the  state 

These  considerations  do  not  lead  one  to  conclude  that  there  should  be  complete  flexibility:  there  is 
a  strong  federal  interest  in  ensuring  that  a  state  operate  a  JOBS  Program,  and  that  there  be 
substantial  participation  by  families  receiving  assistance.  However,  it  does  militate  in  favor  of 
saying  that  so  long  as  the  broad  federal  goals  are  being  addressed,  the  federal  role  should 
concentrate  more  heavily  on  data  collection,  evaluation,  and  technical  assistance  rather  than 
detailed  regulation  of  program  operation. 

In  contrast,  consider  the  Food  Stamp  Program.  Here,  the  principal  goal  is  considerably  more 
concrete:  to  reduce  hunger  among  the  nation's  poor  by  increasing  their  ability  to  purchase  food 
each  month    This  is  quite  different  from  a  goal,  for  example,  of  seeking  to  reduce  hunger  by 
increasing  earnings  capacity    Moreover,  the  federal  government  has  committed  itself  to  providing 
funding  -  100%  federal  funding  -  to  pay  the  costs  of  providing  a  federally  established  level  of 
assistance  to  every  eligible  low-income  household.  The  only  state  fiscal  contribution  is  for  50% 
of  program  administrative  costs. 

In  light  of  the  program's  goals  and  fiscal  structure,  it  is  hard  to  see  an  argument  for  state  flexibility 
in  determining  food  stamp  benefit  levels  or  eligibility  rules.  It  would  not  be  appropriate  to  permit 
a  state  to  pay  higher  benefits  or  expand  eligibility  when  funding  is  open-ended  and  there  is  no 
state  match    At  the  same  time,  if  a  state  were  allowed  to  curtail  benefits  or  narrow  the  population 
assisted,  it  would  undercut  the  federal  goal  of  ensuring  assistance  to  the  eligible  population. 

It  is  possible,  of  course,  to  argue  that  the  goals  are  wrong  or  need  to  be  changed.  If  someone 
wishes  to  contend  that  there  should  not  be  a  federal  goal  of  providing  food  assistance  to  all  low 
income  households  meeting  federal  eligibility  standards,  he  or  she  is  fi'ee  to  make  that  argument. 
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The  point,  however,  is  that  so  long  as  the  goal  is  to  provide  assistance  to  all  who  meet  fedefal 
standards,  "state  flexibility"  in  setting  benefits  or  eligibility  rules  is  inconsistent  with  that  goal. 

The  argument  for  state  flexibility  is  stronger  in  the  area  of  day-to-day  program  administration, 
where  states  commit  50%  of  the  funding,  and  where  a  state  may  be  able  to  put  forward  an 
approach  that  might  improve  efficiency  in  program  administration    Even  here,  though,  flexibility 
cannot  be  unlimited,  because  there  is  a  federal  concern  that  a  state  not  seek  to  reduce  its  own 
administrative  costs  by  a  method  that  curtails  eligibility  or  assistance  to  the  federally  eligible 
population. 

States  may  also  wish  more  flexibility  in  the  method  of  delivering  the  food  assistance  -  i.e.,  cash  or 
electronic  benefits  transfer,  as  opposed  to  coupons    Here,  the  argument  for  some  flexibility  is  that 
the  federal  goal  is  to  ensure  an  increase  in  food-purchasing  capacity,  and  not  whether  that 
increase  occurs  through  the  specific  approach  of  coupon  issuance    Here,  too,  though, 
unrestricted  flexibility  is  inappropriate,  because  an  approach  that  might  lower  state  administrative 
costs  (cash-out)  could  at  the  same  time  undercut  the  federal  goal  of  ensuring  that  the  federal 
benefits  payments  resuU  in  reduction  of  hunger  (as  opposed  to  paying  some  other  bills)  for  eligible 
households. 

In  this  analysis,  AFDC  falls  somewhere  between  JOBS  and  Food  Stamps.  AFDC  has  two 
principal  goals  which  are  sometimes  in  tension  with  each  other.  One  goal  is  to  provide  cash  aid  to 
make  it  possible  for  children  to  be  raised  by  parents  and  relatives  in  their  own  homes;  another  goal 
is  to  help  parents  attain  or  retain  the  capability  to  maximize  self-support  and  independence. 
Historically,  the  federal  government  has  required  states  to  ensure  that  aid  is  paid  to  eligible 
children,  but  has  allowed  states  almost  complete  flexibility  in  setting  basic  benefit  levels.  In  recent 
decades,  there  have  been  a  set  of  increasingly  complex  federal  rules  regarding  calculation  of 
income,  assistance  unit  composition,  and  other  eligibility  aspects. 

In  some  respects,  it  is  hard  to  understand  -  other  than  in  historical  terms  -  why  there  are  uniform 
federal  eligibility  and  benefit  rules  for  Food  Stamps  and  SSI  but  not  for  AFDC    The  answer  may 
reflect  the  tension  in  program  goals,  and  the  concern  that  a  federally  mandated  benefit  level  would 
intrude  too  heavily  into  state  discretion  in  setting  policy  to  encourage  self-support.  I  believe  that 
a  useful  fi-amework  in  recognition  of  the  competing  program  goals  is  that:  a)  there  is  a  strong 
federal  interest  in  ensuring  that  there  be  some  level  of  assistance  to  poor  children;  b)  the 
arguments  for  state  discretion  are  strongest  in  those  areas  which  relate  to  the  details  and  specifics 
of  program  administration,  and  of  the  state's  approach  to  encouraging  and  requiring  work,  and 
the  arguments  for  state  discretion  are  weakest  in  areas  where  a  state  proposal  would  deny  all  aid 
to  a  poor  family  with  children,  potentially  jeopardizing  the  federal  goal  of  ensuring  support  so  that 
children  can  be  raised  in  their  own  homes. 

Increasingly,  some  policy-makers  are  suggesting  an  additional  goal  for  the  AFDC  Program  -  to 
discourage,  or  at  least  not  encourage,  out-of-wedlock  birth  It  is  at  best  unclear  whether  AFDC 
plays  any  substantial  role  in  encouraging  out-of-wedlock  birth;  many  leading  researchers  have 
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concluded  that  the  program  has  little  or  r>o  effea  on  the  out-of-wedlock  birth  rate.  Nevertheless, 
the  argument  for  state  flexibility  in  this  area  is  strongest  where  a  state  wishes  to  pursue  policies 
that  would  not  undercut  other  federal  goals  —  e.g.,  providing  voluntary  family  planning  assistance, 
extending  assistance  to  two  parent  femilies    Conversely,  the  argument  for  state  disaetion  is 
weakest  where  the  proposed  approach  would  conflict  with  the  federal  goal  of  providing  aid  to 
children  in  their  own  homes,  e.g.,  eliminating  aid  for  children  bom  out  of  wedlock  to  young 
parents. 

As  this  discussion  illustrates,  it  is  important  for  the  discussion  to  get  beyond  simply  asserting  that 
flexibility  is  good,  and  instead  asking  when  is  it  appropriate  and  when  is  it  inappropriate.  The 
answer  will  vary  depending  on  program  goals,  the  state  of  knowledge,  the  relevance  of  local 
conditions,  and  the  fiscal  arrangements  governing  program  operation 

Block  Grants  are  Not  Necessary  for,  and  May  Not  Result  in.  More  Flexibilitv 

Recent  discussions  sometimes  begin  with  an  assumption  that  the  way  to  expand  state  flexibility  is 
to  shifl  firom  an  entitlement  struaure  to  a  block  grant  structure.  However,  in  most  areas,  it  is 
erroneous  to  assume  that  a  block  grant  structure  is  inherently  more  flexible  than  an  entitlement 
structure    One  can  envision  a  block  grant  structure  with  extremely  detailed  rules  governing 
expenditure  of  funds,  and  one  can  envision  an  entitlement  structure  that  allowed  for  broad  state 
discretion. 

For  example,  there  is  currently  a  controversy  over  such  issues  as  whether  AFDC  assistance  should 
be  denied  to  children  bom  out-of-wedlock  to  young  mothers;  whether  AFDC  should  be  denied  to 
children  whose  paternity  has  not  been  legally  established;  whether  AFDC  should  be  denied  for  a 
child  who  is  conceived  during  the  time  a  parent  receives  AFDC,  and  whether  the  federal 
government  should  establish  time-limits  beyond  which  AFDC  assistance  cannot  be  provided. 
Each  would  be  a  profound  change  in  the  nature  of  AFDC  eligibility    Yet  some  people  suggest 
that  such  federal  "strings"  be  tied  to  any  AFDC  block  grant 

Just  as  it  is  possible  to  have  a  restrictive  block  grant,  it  is  also  possible  to  have  substantial 
flexibility  within  an  entitlement  structure.  In  fact,  much  more  flexibility  has  been  provided  to 
states  in  recent  years  as  both  the  Bush  and  Clinton  Administrations  greatly  opened  up  the  use  of 
the  AFDC  waiver  process  under  Section  1115  of  the  Social  Security  Act.  Since  1992,  the  federal 
govenunent  has  liberally  granted  waivers  to  states  to  change  program  rules  regarding  income, 
assets,  participation  requirements,  participation  penalties,  two-parent  family  eligibility,  and 
numerous  other  areas.  There  have  been  two  principal  limitations  -  a  requirement  of  cost- 
neutrality  to  the  federal  government,  and  a  requirement  of  an  approved  evaluation  design. 
Cleariy,  some  states  have  been  frustrated  by  the  evaluation  requirements  and  by  the  need  to  seek 
federal  approval  in  each  case.  However,  those  concerns  could  be  addressed  by  amending  the 
Social  Security  Act  to  allow  state  plan  options  in  the  areas  where  waivers  are  frequently  sought. 

For  example,  some  of  the  most  common  waiver  requests  have  been  firom  states  wishing  to  change 
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the  rules  governing  treatment  of  earnings  in  the  AFDC  Program.  Given  that  states  are  generally 
free  to  set  AFDC  benefits  wherever  they  choose,  it  is  difficult  to  see  why  there  should  be  a  strong 
federal  policy  interest  in  dictating  how  states  must  treat  earnings  when  calculating  a  family's 
benefit  amount.  Accordingly,  federal  law  could  allow  states  to  develop  their  policies  in  this  area 
through  state  plan  options  rather  than  requiring  use  of  the  waiver  process.  The  same  approach 
could  be  taken  in  a  number  of  areas 

As  to  any  specific  provision,  then,  it  is  possible  to  envision  that  it  could  be  present  in  either  a 
block  grant  or  in  an  entitlement  structure.  However,  at  a  structural  level,  there  are  two  basic 
differences  between  the  two  approaches;  one  makes  the  entitlement  approach  more  flexible,  while 
the  other  makes  it  less  flexible; 

•  An  entitlement  structure  can  be  more  flexible  because  it  assures  federal 
participation  in  a  state's  efTorts.  An  entitlement  structure  allows  for  open-ended  federal 
match  for  permissible  expenditures  under  federal  law;  in  contrast,  under  a  block  grant,  the 
federal  contribution  is  limited  to  the  amount  of  the  block  grant.  In  practice,  this  means 
that  if  a  policy  is  permitted  under  both  the  entitlement  and  block  grant  structure,  a  state 
will  be  better  able  to  implement  it  in  the  entitlement  structure    For  example,  suppose  a 
state  wants  to  apply  a  less  restrictive  rule  on  the  eligibility  for  assistance  of  families  with 
automobiles.  There  are  many  policy  reasons  for  wanting  to  do  so,  though  it  would  be 
anticipated  to  increase  program  costs    If  the  option  were  permitted  in  an  entitlement 
structure,  the  state  could  be  assured  of  federal  participation  in  the  costs  of  each  new  case. 
If  it  were  permitted  in  a  block  grant,  the  state  might  still  be  quite  hesitant  to  implement  it, 
because  if  more  families  qualified  for  aid,  there  would  be  no  capacity  to  absorb  additional 
families  within  available  federal  funding. 

•  An  entitlement  structure  imposes  a  restriction  on  flexibility  by  requiring  a  state  to 
treat  people  in  the  same  circumstances  in  the  same  way.  The  major  constraint  on 
flexibility  in  the  entitlement  structure  is  the  duty  to  provide  assistance  to  those  who  meet 
program  rules.  In  a  block  grant,  the  state  is  free  to  shut  off  intake,  or  terminate  assistance 
to  those  receiving  aid,  or  deny  aid  to  new  applicants  in  order  to  control  spending.  The 
state  can  do  so  even  if  this  means  treating  people  differently  simply  because  of  when  in  the 
year  they  applied  for  aid. 

In  summary,  then,  it  is  possible  to  provide  substantial  flexibility  in  both  a  block  grant  and  an 
entitlement  structure.  The  critical  differences  are  that  in  an  entitlement  structure,  there  is  access 
to  federal  participation  for  the  costs  of  all  who  are  eligible,  but  there  is  a  duty  to  provide  aid  to  all 
who  meet  the  program's  rules. 

Shifting  from  an  Entitlement  to  a  Block  Grant  Structure  is  Not  Necessary  as  a  Means  of 
Controlling  Costs,  and  Would  Result  in  Reducing  Costs  by  Denying  Aid  to  People  in  Need 

For  some,  an  attraction  of  block  grant  proposals  is  that  they  offer  a  means  to  reduce  or  curtail 
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the  growth  of  federal  spending  on  means-tested  entitlements.  As  a  preliminary  matter,  it  is 
important  to  appreciate  that  while  federal  entitlement  spending  continues  to  grow  rapidly,  the 
low-income  entitlements  at  issue  here  are  a  small  and  slow-growing  part  of  overall  entitlement 
spending.   In  1993,  AFDC  and  Food  Stamps  comprised  5%  of  all  federal  entitlement 
spending.   Moreover,  CBO  projected  that  these  programs  would  comprise  less  than  2%  of  the 
projected  growth  of  entitlement  spending  between  1993  and  1999.'    However,  if  the  goal  is  to 
reduce  spending  for  these  programs,  it  is  entirely  appropriate  to  look  at  current  eligibility  rules 
and  benefit  levels,  and  ask  whether  they  are  too  high  and  should  be  curtailed. 

The  difficulty  with  using  block-granting  as  a  way  to  reduce  entitlement  spending  is  that  its  primary 
device  for  reducing  spending  is  to  create  a  structure  in  which  the  program  cannot  respond  to 
changes  in  need  over  time.  Instead  of  facing  the  question  of  whether  benefits  or  eligibility  are  too 
liberal,  the  block  grant  mechanism  has  the  practical  effect  of  compelling  the  denial  or  reduction  of 
aid  in  times  when  more  people  are  in  need.  While  this  may  not  be  the  intent,  it  is  the  necessary 
effect,  because  no  block  grant  formula  can  adjust  for  changes  in  need  in  the  way  that  the 
entitlement  structure  does. 

Any  block  grant  formula  must  start  with  an  initial  allocation  to  states,  and  then  make  adjustments 
over  time    A  threshold  question,  then,  is  the  adequacy  of  the  initial  allocation.^  A  number  of 
pending  proposals  begin  by  providing  an  amount  below  current  spending  levels,  on  the  apparent 
premise  that  states  could  maintain  current  service  levels  through  administrative  savings.  For 
example,  the  Personal  Responsibility  Act,  H  R.  4,  would  create  a  nutrition  block  grant  with  initial 
flmding  approximately  9%  below  current  spending,  and  would  authorize  a  state  option  to  take  an 
AFDC  block  grant  at  103%  of  the  state's  FY  92  federal  spending.  Whenever  a  proposal  envisions 
a  reduction  below  current  spending,  the  two  questions  to  consider  are:  1)  is  it  reasonable  to 
anticipate  the  assumed  level  of  administrative  savings,  and  2)  even  if  it  seems  reasonable,  what 
will  happen  if  that  level  of  savings  does  not  materialize? 

A  priori,  it  may  or  may  not  be  reasonable  to  expect  administrative  savings  by  block-granting  a 
program  to  the  state.  On  the  one  hand,  the  state  gains  the  flexibility  to  write  its  own  rules;  on  the 
other  hand,  there  is  no  reason  to  assume  that  state-written  rules  will  necessarily  be  simpler  or 
easier  to  administer  than  federal  mies.  Indeed,  one  notable  feature  of  many  of  the  waiver 
proposals  submitted  by  states  to  HHS  is  that  -  while  they  may  address  important  policy  goals  - 
they  often  appear  to  add  complexity  to  program  administration. 

Clearly,  a  number  of  states  believe  that  they  could  generate  administrative  savings  if  given  more 
fireedom    However,  one  should  keep  in  mind  that  even  substantial  administrative  savings  may  not 


See  Congressional  Budget  Office,  Reducing  Entitlement  Spending  (September  1994),  at  3. 

This  lestinx>ny  does  not  explore  the  set  of  difTicult  questions  about  how  to  detennine  appropriate  initial 
allocations  between  states.   However,  it  should  be  appreciated  that  a  formula  based  on  the  number  of  poor  persons  in 
the  state  could  result  in  allocations  quite  different  than  a  formula  based  on  current  spending  patterns. 
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translate  into  substantial  overall  program  savings.  For  example,  administrative  costs  in  the  AFDC 
Program  represent  about  12%  of  program  costs.  Accordingly,  a  20%  reduction  in  administrative 
costs  (which  would  be  very  substantial)  would  translate  to  about  2.4%  in  overall  program  savings. 

It  is  also  not  clear  that  one  should  view  lower  administrative  costs  as  a  goal  in  itself.  For 
example,  one  way  that  a  state  can  generate  lower  administrative  costs  is  to  have  higher  caseloads 
per  worker,  or  reduce  spending  on  worker  training  and  supervision,  or  rely  on  less  qualified, 
poorer-paid  workers.  While  administrative  reductions  through  improved  efSciency  are  desirable, 
administrative  reductions  through  a  deterioration  in  the  quality  of  program  administration  are  not. 
Further,  a  common  theme  in  many  discussions  of  welfare  reform  is  the  belief  that  welfare  workers 
have  focused  their  attention  solely  on  payment  accuracy  rather  than  attending  to  issues  of  family 
functioning  and  parental  labor  market  participation    If  the  goal  is  to  move  toward  a  more 
individualized,  service-and-expectation  focused  approach,  the  effect  may  be  an  increase  in 
measured  administrative  costs 

Even  if  a  state  believes  it  will  be  able  to  generate  substantial  administrative  savings,  the  basic 
concern  in  the  block  grant  structure  is  "what  happens  if  the  administrative  savings  don't 
materialize  or  don't  reach  the  envisioned  level?"  In  a  block  grant  structure  with  reduced  funding, 
the  necessary  answer  is  that  if  caseload  stays  constant  and  administrative  savings  are  not 
sufficient,  the  state  will  be  forced  to  either  reduce  assistance  per  family,  or  reduce  the  number  of 
families  receiving  assistance. 

Assuming,  however,  that  initial  funding  was  adequate  to  maintain  current  service  levels,  what 
would  happen  over  time?  Suppose  it  was  Congress'  goal  to  develop  a  block  grant  structure 
intended  to  maintain  current  service  levels  but  with  adjustments  for  changed  circumstances  and 
increased  needs  —  how  might  this  goal  be  met?  The  most  obvious  approaches  would  be  to  allow 
for  adjustments  based  on  inflation,  population  growth,  or  changes  in  the  number  of  persons  in 
poverty.  Yet  adjustments  for  one  or  all  of  the  three  would  not  be  sufficient  to  make  timely 
responses  to  changes  in  need    Consider  the  following  issues: 

•  Inflation:  Absent  an  inflation  adjustment,  the  program  would  risk  falling  further  behind  its 
basic  maintenance  level  each  year.  However,  simply  applying  an  inflation  adjustment  to 
the  block  grant  could  result  in  a  windfall  to  those  states  that  had  had  a  reduction  in 
caseload  over  the  year  due  to  improved  economic  conditions  . 

•  Population  Growth:  If  other  factors  remain  constant  as  the  overall  population  grows, 
one  would  expect  increased  need.  However,  overall  population  growth  is  likely  to  be  an 
inadequate  measure  of  changes  in  need,  as  the  numbers  in  need  could  grow  faster  or 
slower  than  the  overall  population. 

•  Changes  in  Poverty  Rate:  If  the  population  is  remaining  constant,  but  the  poverty  rate  is 
going  up,  one  would  anticipate  increased  need.  Again,  however,  the  poverty  rate  is  not  an 
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adequate  measure,'  because  even  when  the  poverty  rate  is  constant,  the  composition  of 
who  is  poor  could  be  changing  ~  there  could  be  more  or  less  elderly  poor,  or  poor 
children,  or  working  poor  families,  etc    Further,  the  extent  of  need  could  be  changing 
because  there  could  be  a  change  in  the  depth  of  poverty,  eg.,  the  share  of  poor 
households  with  incomes  below  50%  of  poverty 

Adjustments  for  inflation  and  changes  in  the  poverty  population  would  also  not  address  the 
potential  for  changes  in  the  uptake  rate  by  eligible  families.  At  any  given  point,  the  numbers  of 
eligible  people  receiving  assistance  will  be  less  than  the  entire  eligible  population    Blank  and 
Ruggles  estimated,  for  example,  that  among  eligible  single  mothers,  the  AFDC  take-up  rate  was  in 
the  range  of  62%  to  72%,  and  the  food  stamp  take-up  rate  ranged  from  54%  to  66%    Uptake 
rates  could  change  for  any  number  of  reasons,  resulting  in  more  eligible  people  seeking  assistance 
while  funding  remained  unadjusted 

The  change  in  the  need  for  assistance  is  likely  to  be  most  dramatic  during  recessions,  when  the 
number  of  people  in  need  may  grow  suddenly  and  rapidly  To  illustrate,  consider  the  experience  of 
the  Food  Stamp  Program.  In  1983,  there  were  216  million  participants    For  the  next  seven 
years,  participation  was  either  flat  or  declining,  reaching  18  8  million  in  1989    Then,  in  1990, 
participation  jumped  12  million,  and  an  additional  5  4  million  in  the  next  two  years.  No  formula 
could  have  anticipated  this  sudden  increase 

In  recent  weeks,  some  have  asked  whether  there  could  not  be  some  type  of  unemployment  rate 
"trigger"  to  address  the  problem  of  increased  need  during  recessions.  While  having  such  a  trigger 
would  likely  be  better  than  not  having  one,  a  trigger  could  still  not  adequately  address  the 
concerns  noted  here,  because: 

•  There  may  not  be  a  close  "(it"  between  the  increase  in  the  number  of  unemployed 
and  the  increase  in  a  program's  number  of  applicants.  The  unemployment  rate 
measures  unemployment,  not  need.  Two  states  with  comparable  increases  in  their 
unemployment  rates  might  have  very  different  levels  of  caseload  increase. 

•  Any  adjustment  relying  on  a  "trigger"  would  not  elTcctively  address  substantial 
changes  falling  short  of  the  trigger.  For  example,  suppose  the  rule  provided  for  an 
increase  in  funds  if  unemployment  increased  by  2  percentage  points  over  a  period  of  time. 
The  state  which  only  had  a  1.9  percentage  point  increase  would  clearly  have  had  a 
substantial  increase  in  need,  but  with  no  adjustment  for  it. 


Even  if  the  poverty  rate  were  an  adequate  measure  of  need,  it  is  limited  as  a  device  to  respond  to  current 
need  under  ■  block  grant  structure,  because  of  lags  in  the  availability  of  data.   For  example,  the  Personal 
Responsibility  Act  seeks  to  allow  for  adjustments  in  a  cap  on  meaiu-tesled  programs  based  on  changes  in  the  munber 
of  poor  persons.    However,  the  bill  relies  on  a  three-year  lag,  i.e.,  the  cap  on  spending  for  FY  97  depends  in  part  on 
changes  m  the  numbers  of  poor  persons  between  1993  and  1994.    Yet  whether  poverty  was  going  up  or  down  in  1994 
hat  minimal  relevance  to  determining  the  need  for  assistance  in  1997. 
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•  In  day-to-day  program  administration,  a  state  would  be  unable  to  Inrow  how  to 

treat  individuals  in  need  during  the  time  when  need  was  increasing  but  the  trigger 
had  not  been  reached.  For  example,  suppose  State  A  projected  a  monthly  caseload  of 
10,000,  and  in  the  first  month  of  the  fiscal  year,  the  caseload  reached  1 1.OOO    At  this 
point,  the  state  would  have  no  way  to  know  whether  the  tngger  will  be  reached  later  in  the 
year.  What  should  the  state  do''  Continue  spending,  and  hope  the  trigger  is  reached? 
Begin  denying  or  cutting  aid  because  the  state  cannot  take  a  chance?  Since  the  sute 
would  be  at  risk  of  100%  state  liability  if  the  trigger  were  not  reached,  the  state  would  fed 
strong  pressure  to  restrict  or  deny  aid  while  until  the  trigger  were  reached.  And,  if  the 
trigger  were  subsequently  reached,  how  far  back  would  it  go  in  compensating  the  state  for 
the  increased  costs  in  the  prior  months'' 

In  short,  this  is  not  a  technical  problem  where  thoughtfijl  drafting  could  develop  a  recession- 
adjustment  formula  that  could  address  changes  in  need  as  they  occur.  The  practical  effect  of  any 
block  grant  approach  is  that  states  will  be  unable  to  adequately  respond  to  changes  in  need. 

It  is  true,  of  course,  that  when  federal  funding  was  no  longer  available,  a  state  would  still  be  free 
to  provide  assistance  using  state-only  funds,  and  it  is  possible  that  some  states  would  attempt  to 
do  so    However,  in  the  current  system,  when  costs  increase,  the  federal  government  is  a  partner 
in  meeting  those  costs;  in  the  block  grant  system,  a  state  would  be  expected  to  meet  additional 
costs  with  100%  state  funds.  This  would  be  most  difficult  in  times  of  recession,  when  the  state 
also  faced  falling  revenues  and  other  competing  claims  on  those  revenues.  Thus,  it  seems  clear 
that  states  would  be  less  responsive  to  increased  need  than  in  the  current  structure;  the  only  real 
question  is  how  great  would  be  the  extent  of  unmet  need. 

Ending  Entitlement  Status  is  Not  Needed  to  Reform  Welfare;  To  the  Contrary.  Ending  the 
Entitlement  Nature  of  Programs  Would  Impair  Reform  Efforts. 

If  ending  entitlement  status  is  not  needed  to  control  program  costs,  is  there  a  virtue  in  ending 
entitlements  to  end  the  "entitlement  mentality''"  For  some,  the  word  "entitlement"  appears  to 
generate  a  picture  of  "something  for  nothing"  or  "rights  without  responsibilities."  But  this 
mistakes  what  is  at  issue.  It  is  entirely  possible  to  have  a  structure  in  which  a  family's  entitlement 
to  aid  is  contingent  on  a  parent's  participation  in  work-related  or  other  activities,  the  AFDC 
Program  has  been  moving  -  albeit  slowly  -  in  this  direction.  "Entitlement"  does  not  mean  a  right 
to  assistance  without  reciprocal  responsibilities;  it  just  means  that  government  is  committed  to 
providing  assistance  to  those  who  qualify  for  it,  and  that  people  in  the  same  circumstances  and 
with  the  same  needs  ought  to  be  entitled  to  be  treated  by  government  in  the  same  way. 

In  fact,  the  impact  of  block-granting  the  AFDC  Program  would  likely  be  to  prevent  states  fi-om 
making  the  reforms  needed  to  convert  AFDC  into  an  employment-centered  program  premised  on 
principles  of  reciprocal  obligation    In  recent  years,  policy-makers  have  increasingly  recognized 
the  need  to  turn  AFDC  from  an  income  maintenance  program  with  limited  employment 
requirements  into  an  employment-centered  program  which  helps  working  poor  families  and 
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provides  cash  assistance  while  individuals  are  looking  for  or  preparing  for  work.    Perhaps  the 
greatest  barrier  states  have  faced  in  this  effort  is  that  turning  AFDC  into  an  employment- 
centered  program  premised  on  principles  of  reciprocal  obligation  costs  money.   For  example, 
each  month,  about  13%  of  adult  AFDC  recipients  are  participating  in  the  JOBS  Program. 
This  is  nja  because  states  lack  the  authority  to  require  more;  under  current  law,  a  state  already 
has  the  authority  to  require  close  to  80%  of  AFDC  adults  to  participate  in  JOBS,  and  HHS  has 
freely  granted  waivers  to  those  states  that  wish  to  expand  participation  even  further.  The  gap 
between  actual  and  potential  participation  is  largely  due  to  limited  state  resources  -  increasing 
JOBS  participation  costs  more  money.   In  part,  this  is  because  of  the  cost  of  program 
activities.  It  is  also  due  to  the  cost  of  child  care.  Most  (63.8%)  AFDC  families  have  a  child 
under  age  6:  many  (42.4%)  have  a  child  under  age  3.  In  the  current  JOBS  Program,  it 
appears  that  about  25%  to  30%  of  participants  receive  child  care  assistance,  but  as 
participation  increases,  the  numbers  and  cost  of  child  care  increase.   Thus,  many  welfare 
reform  proposals  begin  from  the  premise  that  reforming  AFDC  necessitates  a  substantial 
increase  in  resources  for  the  JOBS  Program 

In  some  block  grant  proposals,  such  as  in  the  Personal  Responsibility  Act,  the  AFDC  block  grant 
would  include  AFDC,  JOBS,  and  AFDC-linked  child  care.  If  all  these  funds  are  put  into  a  single 
block  grant,  then  the  only  way  for  a  state  to  expand  its  JOBS  effort  would  be  by  cutting  back 
basic  cash  assistance.  Or,  if  the  state  wanted  to  expand  participation  by  parents  of  young  children 
-  with  higher  child  care  costs  -  the  state  would  have  to  reduce  participation  by  other  families. 
Moreover,  at  times  when  more  families  sought  assistance  and  the  caseload  was  increasing,  there 
would  be  strong  pressure  to  cut  the  state's  JOBS  efforts  in  order  to  respond.  Thus,  moving  to  a 
block  grant  structure  would  both  impair  the  ability  of  states  to  turn  AFDC  into  an  employment- 
centered  program,  and  impair  the  ability  of  states  to  ensure  that  individuals  participated  in  a  social 
contract  of  reciprocal  obligations  in  return  for  receiving  assistance. 

Conclusion 

In  the  coming  months,  it  is  important  to  appreciate  that  in  some  areas,  more  state  flexibility  is 
clearly  needed,  and  can  and  should  be  accommodated    However,  it  is  not  necessary  to  block 
grant  entitlement  programs  to  allow  this  flexibility    Block-granting  entitlement  programs  would 
impair  their  ability  to  respond  to  need,  and  would  impair  the  ability  of  states  to  turn  AFDC  into  an 
employment-centered  program.  It  is  possible  to  reform  welfare  without  departing  fi-om  the 
principle  that  in  providing  food  assistance  to  the  poor  and  cash  assistance  to  poor  families,  the 
government  will  aid  those  who  qualify 


11- 


218 


TESTIMONY  OF 

JUDITH  M.  GUERON 

PRESIDENT 

MANPOWER  DEMONSTRATION  RESEARCH  CORPORATION 

SUMMARY  OF  PRINCIPAL  POINTS 

Why  have  welfare-to-work  mandates  been  the  focus  of  reform  efforts  for  the  past  30  years,  and 
why  will  they  be  critical  to  the  success  of  the  reforms  under  discussion  in  1995? 

AFDC  was  created  in  1935  explicitly  to  help  a  group  of  single  mothers  (primarily  widows)  stay 
out  of  the  labor  force  and  take  care  of  their  children.  The  goal  was  to  reduce  child  poverty,  and 
the  possibility  of  long-term  welfare  for  this  group  was  accepted.  Since  then,  much  has  changed: 
Women  flooded  the  labor  market  and  mothers  on  welfare  are  now  mainly  unmarried.  Providing 
long-term  support  is  clearly  much  less  popular. 

The  public  wants  change,  but  it  also  wants  reform  to  satisfy  two  conflicting  goals;  providing  a 
safety  net  under  children  and  requiring  that  their  parents  work.   Starting  in  the  late  1960s,  and  in 
1988  with  creation  of  the  Job  Opportunities  and  Basic  Skills  Training  (JOBS)  Program,  Congress 
and  Ae  states  crafted  a  new  basic  compromise  to  reconcile  these  goals:  Welfare  should  be 
transformed  from  a  no-strings-attached  entitlement  (if  you  were  poor,  you  got  money)  to  a 
program  where  families  would  continue  to  get  support,  but  parents  would  have  to  participate  in 
some  work-directed  activity  or  work  for  their  benefits.   Effecting  this  transformation  has  not  been 
easy.   Nonetheless,  there  is  an  unusually  reliable  record  showing  that  change  can  be  successfully 
implemented  and  that  JOBS  can  be  a  four-fold  winner:  helping  to  meet  society's  two  goals 
(providing  more  money  for  children  and  substituting  work  for  welfare  by  their  parents), 
generating  budget  savings,  and  making  welfare  more  consistent  with  public  values. 

The  best  evidence  comes  from  a  recently  completed  study  of  California's  JOBS  program,  called 
GAIN.    At  its  most  successful,  in  Riverside  County  -  which  sets  a  benchmark  for  JOBS' 
potential  —  GAIN  produced  a  50  percent  increase  in  earnings  and  a  15  percent  decline  in  welfare 
outlays,  thereby  returning  taxpayers  almost  $3  for  every  $1  spent  to  run  the  program. 
(Throughout  the  state,  the  results  were  about  half  that  level.)  Riverside's  program  was 
distinguished  by  its  pervasive  emphasis  on  getting  people  a  job  quickly,  its  strong  reliance  on  job 
clubs  but  substantial  use  of  basic  education,  its  tough  enforcement  of  a  participation  requirement 
(getting  about  60  percent  of  people  into  some  activity),  its  close  links  to  the  private  sector,  and 
its  cost-conscious  and  outcome-focused  management  style. 

Studies  suggest  that  different  JOBS  approaches  achieve  different  results.  Job  clubs  can  get 
people  into  enq>loyment  quickly  and  save  taxpayers  money,  but  do  not  improve  job  quality  or 
succeed  with  the  more  disadvantaged.   Adding  some  skills  training  will  cost  taxpayers  more,  but 
can  lead  to  better  jobs  for  some  people  and  may  make  a  greater  long-term  difference  in  earnings. 
Programs  that  favor  quick  employment  but  also  include  some  human  capital  development  services 
can  combine  the  benefits  of  both  strategies.   As  for  mandatory  work-for-benefits  programs 
("workfare"),  in  strictly  budgetary  terms,  tiiese  do  not  appear  to  save  money,  and  they  have 
almost  always  been  small-scale.   However,  they  provide  a  means  to  maintain  a  safety  net  for 
children  while  sending  a  pro-work  signal  to  parents  and  producing  socially  usefiil  work.   To  save 
child  care  costs,  states  have  often  limited  the  work  hours  in  such  programs. 

Bringing  the  JOBS  system  nationwide  up  to  the  standard  of  high-performance  programs  can 
respond  to  the  public's  interest  in  changing  the  nature  of  welfare  and  is  a  vital  prerequisite  to 
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making  a  time  limit  —  either  witti  some  fonn  of  mandatory  work  at  the  end  or  with  all  support 
simply  ending  —  feasible  and  affordable.  This  is  because,  from  a  state  perspective,  die  risk  of 
time  limits  will  be  high  unless  more  people  leave  welfare  before  reaching  die  limit.  If  that  does 
not  happen,  too  many  people  will  "hit  the  clifT  and  eidier  require  subsidized  work,  which  will 
cost  the  public  more  than  cash  welfare,  or  face  a  dramatic  loss  of  income,  with  unknown  effects 
on  families  and  children  and,  ultimately,  public  budgets. 

However,  federal  and  state  actions  are  needed  for  JOBS  to  reach  its  potential.   The  first  need  is 
for  more  resources;  yet,  despite  broad-based  enthusiasm  for  welfare-to-work  programs,  JOBS  is 
at  risk  for  cudiacks.   This  could  occur  if  states,  under  block  grants,  have  to  pay  for  AFDC 
benefits  and  work  programs  out  of  the  same  fixed  resources.   The  second  need  is  to  make 
programs  more  effective.   This  requires  not  major  structural  changes,  but  changes  in  what  staff 
do  and  how  they  do  it  in  local  JOBS  offices.   The  federal  government  has  a  clear  role  in 
providing  our  decentralized  welfare  system  widi  reliable  evidence  on  how  to  improve  program 
performance.   But  the  states  have  the  clear  challenge  of  changing  practice  in  ways  that  make  a 
reality  of  the  program's  potential. 

In  considering  whether  to  consolidate  JOBS  into  a  larger  'employmem  and  training'  block  grant 
for  states,  it  is  important  to  remember  that  mandatory  welfare-to-work  programs  have 
overlapping  but  also  different  goals  from  volimtary  employment  and  training  programs.   JOBS 
programs  may  seek  to  enhance  people's  job  skills,  but  they  also  strive  to  enforce  a  participation 
requirement,  to  increase  employment,  and  to  reduce  welfare.    Operationally,  this  points  to  the 
importance  of  ensuring  that  JOBS  programs  are  administratively  closely  linked  to  die  welfare 
payment  system. 

Efforts  to  reform  wel^ire  must  also  confront  die  limited  work  potential  of  some  welfare 
recipients.   While  most  welfore  recipients  can  work,  some  cannot,  or  can  only  with  close 
supervision  in  e]q)ensive,  subsidized  work  settings.   The  number  of  welfare  recq)ients  who  cannot 
work,  or  can  work  only  with  special  support,  is  undetermined  but  clearly  will  constrain  efforts  to 
get  very  high  rates  of  participation  in  work-related  activities  or  workfare  positions  and  will  be  a 
major  issue  for  administrators  implementing  time-limited  approaches. 

One  final  word  about  die  welfare  reform  debate  itself.   It  will  be  critical  not  to  overpromise 
about  the  likely  success  of  reform.   Helping  the  public  understand  «^t  level  of  change  is 
attainable  might  break  the  cycle  of  cynicism  that  has  resulted  from  past  waves  of  welfare  reform. 
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TESTIMONY 

Good  morning.   I  am  Judith  Gueron,  President  of  flie  Manpower  Demonstration  Research 
Corporation  (MDRC).   I  appreciate  flie  opportunity  to  appear  before  this  Committee  today  to 
present  what  is  known  about  the  success  of  welfare-to-work  programs  and  how  changes  at  the 
federal  level  could  improve  program  effectiveness. 

Background:  Adding  a  Participation  Requirement  to  an  Entitlement 

As  background,  it  is  critical  to  recall  why  a  work  strategy  has  been  at  the  forefront  of  welfare 
reform  efforts  for  the  past  30  years,  and  why  current  proposals  make  the  success  of  this  approach 
even  more  vital. 

The  welfare  reform  debate  in  diis  country  reflects  a  dilemma  identified  as  long  ago  as  the 
Seventeenth-Century  English  Poor  Laws:  Is  it  possible  to  assist  poor  people  without,  by  that  very 
act,  giving  them  incentives  for  behavior  that  perpetuates  poverty  and  dependency?  In  particular, 
is  it  possible  to  provide  support  for  employable  people  without  discouraging  work? 

This  reform  dilemma  arises  because,  as  a  nation,  we  have  two  conflicting  goals  for  welfare. 
First,  Americans  do  not  want  children  to  be  poor,  and  thus  our  first  goal  is  to  reduce  child 
poverty.   The  most  direct  way  to  do  this  is  to  provide  the  parents  of  poor  children  with  money. 
But,  second,  Americans  also  think  that  parents  should  be  working  and  supporting  their  children. 
One  way  to  encourage  this  is  to  reduce  welfare  benefits  so  that  work  is  the  only  reliable 
alternative  to  starvation. 

However,  children  and  their  parents  are  a  tied  sale:  You  cannot  help  one  without  helping  the 
other.   Thus,  it  is  hard  to  get  tough  on  parents  and  yet  continue  to  provide  a  safety  net  to  support 
their  children.   When  the  federal  government  began  providing  income  assistance  to  poor  families, 
as  part  of  the  Social  Security  Act  of  1935,  times  were  different  and,  for  single  mothers,  the 
public  placed  primary  emphasis  on  the  first  objective.   Thus,  the  Aid  to  Families  with  Dependent 
Children  (AFDC)  Program  was  explicitly  created  to  help  single  mothers  stay  out  of  the  labor 
force  and  take  care  of  their  children.   One  researcher,  Gilbert  Steiner  of  the  Brookings 
Institution,  has  called  AFDC's  enactment  a  national  commitment  to  the  idea  that  a  woman's  place 
is  in  the  home.   The  public  thought  this  was  fair  because,  at  that  time,  fewer  middle-class  women 
were  working  and  because  AFDC  supported  a  popular  group  (primarily  widows  or  the  wives  of 
disabled  workers).   People  did  not  care  if  welfare  reduced  this  group's  work  effort  (they  intended 
it  to)  or  remarriage  rate.   Contrary  to  what  you  hear,  individual  welfare  entitlements  were  not 
meant  to  be  temporary. 

However,  with  the  extraordinary  tripling  of  labor  force  participation  by  women  over  the  last  40 
years,  the  public  no  longer  thinks  it  is  fair  to  support  poor  single  mothers,  when  other  women 
are  working  for  little  money  and  often  not  by  choice.   That  welfare  mothers  are  now  more  likely 
to  have  had  children  outside  of  marriage  adds  to  their  unpopularity. 

Beyond  equity  issues,  the  public  is  concerned  that  welfare  creates  perverse  incentives  and  worries 
that  if  you  pay  for  something,  you  will  get  more  of  it.   The  fear  is  that  a  welfare  system  that 
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provides  funds  mainly  to  women  who  are  single  mothers  promotes  illegitimacy  by  enabling 
women  to  support  their  children  without  depending  on  men.   While  the  research  record  is  not 
clear  on  how  much  welfare  has  promoted  single  and  unwed  motherhood,  the  concern  persists. 

These  developments  undermined  support  for  the  original  idea  that  welfare  should  provide  an 
alternative  to  paid  work.   Instead,  a  new  basic  compromise  was  forged:  A  mandatory  welfare-to- 
work  strategy  was  added,  and  the  notion  of  welfare  as  temporary  and  transitional  was  introduced. 
Under  this  approach.  Congress  has  maintained  the  basic  AFDC  safety  net,  but  added  work- 
related  mandates  in  an  effort  to  mitigate  the  unintended  consequences  that  might  flow  from 
providing  assistance.   In  effect,  AFDC  was  changed  from  a  no-strings-attached  entitlement  -  if 
you  were  poor,  you  got  money  —  into  a  reciprocal  obligation,  under  which,  to  get  fuU  income 
support,  people  would  have  to  participate  in  some  work-directed  activity  or  work  itself. 

The  attractiveness  of  the  work  strategy  was  its  promise  to  reconcile  society's  two  goals.   Yes, 
families  (and  thus  children)  would  continue  to  get  income,  but  that  income  would  be  reduced 
unless  the  parents  took  steps  toward  work.   The  hope  was  that  new  requirements  would 
simultaneously  change  the  values  conveyed  by  the  welfare  system,  make  welfare  less  attractive, 
and  provide  services  that  would  speed  the  transition  to  self-support. 

The  general  approach  was  that  welfare  recipients  would  have  to  participate  in  activities  designed 
to  help  them  get  an  unsubsidized  job  -  activities  such  as  job  search,  education,  skills  training,  or 
unpaid  work  —  or  risk  losing  some  share  of  their  welfare  benefits.   Since  1967,  there  have  been 
several  visions  of  how  to  make  this  mandate  real.    Under  the  Work  Incentive  (WIN)  Program 
during  the  1980s,  the  emphasis  was  on  getting  women  with  school-aged  children  to  look  for 
work.    Research  showed  that  the  resulting  relatively  low-cost  job  search  programs  could  be  cost- 
effective,  but  that  many  people  remained  on  welfare  and  those  who  went  to  work  got  low-paying 
jobs.   This  led  to  a  more  ambitious  focus  in  the  Family  Support  Act  of  1988  and  the  Job 
Opportunities  and  Basic  Skills  Training  (JOBS)  Program  it  established:  extending  the  mandate  to 
women  with  younger  children  and  providing  a  mix  of  services  -  with  an  emphasis  on  education 
and  training  —  in  an  effort  to  further  promote  work,  reduce  poverty,  and  decrease  long-term 
dependency.   While  some  people  emphasized  that  WIN  and  JOBS  involved  participation  in 
employment-enhancing  activities,  others  argued  that  those  who  were  not  successful  in  fmding 
regular  jobs  would  have  to  work  in  government-created  community  service  positions  in  order  to 
receive  continued  income  support.   Most  recently,  advocates  of  the  latter  approach  propose 
setting  a  firm  limit  on  the  length  of  time  people  could  receive  employment  services,  after  which 
the  only  option  for  continued  public  support  would  be  some  form  of  work. 

Over  the  past  25  years,  states  have  struggled  to  make  a  conditional  entitlement  real.    This  has 
proven  difficult.   Where  successfully  implemented,  such  programs  have  increased  work  and 
reduced  reliance  on  welfare  but,  alone,  ttiese  programs  do  not  appear  to  work  miracles.   Does 
this  mixed  experience  suggest  ttiat  it  is  time  to  abandon  the  basic  compromise  of  the  welfare-to- 
work  strategy? 

In  this  testimony,  I  argue  that  the  answer  is  a  compelling  "no,"  and  that,  quite  to  the  contrary, 
our  nation  should  now  redouble  its  efforts  to  make  this  transformation  succeed.   This  is  because 
work  strategies  still  offer  the  best  hope  for  reconciling  society's  dual  goals  and  containing  costs. 
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Moreover,  if  we  care  about  proiectiiig  children,  successful  welfare-to-work  programs  will  be 
even  more  urgent  if  Congress  or  some  states  decide  to  place  time  limits  on  welfare  (followed 
either  by  work  or  a  cutoff  in  all  income  support).    However,  making  a  work  strategy  succeed 
does  not  mean  continuing  business  as  usual.   The  average  welfare-to-work  program  falls  far  short 
of  the  potential.   There  are  some  clear  steps  that  the  federal  government  and  the  states  can  take 
to  improve  program  effectiveness. 

In  this  testimony,  1  also  raise  a  caution.    Those  of  you  who  want  to  expand  work  mandates 
should  pay  close  attention  to  the  federal  financing  structure.    A  structure  under  which  AFDC 
benefits  and  work  programs  would  be  funded  from  the  same  fixed  resources  might  have  the 
perverse  effect  of  squeezing  out  innovative  and  demanding  work  programs. 

What  Challenges  Do  Welfare  Administrators  Face  in  Transforming  AFDC? 

Administrators  face  four  challenges  in  transforming  AFE>C  into  a  work-focused  mandate  bat 
moves  people  permanently  from  welfare  to  work.    The  first  is  resources.    Enforcing  participation 
requires  an  up-front  investment  in  staff  (to  coimect  people  to  services,  monitor  their  participation, 
review  reasons  for  nonparticipation,  and  cut  grants  if  people  do  not  play  by  the  rules);  in 
providing  activities  (job  clubs,  training,  work  slots,  etc.)  that  are  sufficiently  plentiful  to  give 
teeth  to  the  mandate;  and  in  child  care,  transportation,  and  other  support  services  so  that  AFDC 
mothers  can  participate. 

The  second  is  changing  the  culture  of  JOBS  program  offices,  and  possibly  welfare  payment 
offices  as  well.   Laws  are  made  in  Washington  and  state  capitals,  but  policy  becomes  real  in  the 
exchange  between  welfare  staff  and  recq>ients.   The  past  focus  on  rooting  out  fraud  and  abuse 
has  put  the  acciu'ate  determination  of  people's  eligibility  for  benefits  at  the  top  of  the  agenda  in 
most  welfare  offices;  getting  them  into  jobs  has  been  something  of  an  afterthought.    Moreover, 
efforts  to  change  this  have  often  left  staff  overwhehned  and  confused:  They  are  told  to  provide 
in-depth  support  and  to  closely  monitor  recipients,  but  have  caseloads  of  several  hundred;  fliey 
are  given  contradictory  goals  of  simultaneously  transforming  people's  earning  capacity  and 
getting  diem  jobs  quickly;  they  are  told  to  get  jobs  for  potential  long-term  recipients,  but  not  how 
they  might  accomplish  this.   Changing  the  culture  in  JOBS  offices  will  require  clear  priorities, 
adequate  staff,  and  sufficient  resources. 

The  third  challenge  concerns  the  women  themselves.    AFDC  recipients  are  an  extremely  diverse 
group,  with  some  being  highly  employable  and  odiers  being  close  to  disabled,  although  not 
eligible  for  Supplement  Security  Income  (SSI)  benefits.    A  recent  survey  of  people  who  were 
targeted  for  the  JOBS  program  in  selected  sites  shows  that  between  a  quarter  and  half  lacked 
prior  work  experience,  at  least  a  diird  had  extremely  low  literacy  skills,  and  more  than  a  quarter 
said  they  could  not  participate  at  that  point  in  time  because  they  or  their  child  had  a  health  or 
emotional  problem.    (The  share  unable  to  participate  would  have  been  larger  if  the  survey  had 
covered  all  AFDC  recipients,  i.e.,  including  those  not  currently  subject  to  die  JOBS  mandate.) 
But,  somewhat  surprisingly,  the  same  survey  shows  that  welfare  recipients  support  the  idea  of 
participation  mandates.   Furfliermore,  die  vast  majority  say  that  it  is  fair  to  make  people  on 
welfare  get  a  job,  even  if  diey  do  not  want  to. 
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The  final  challenge,  which  affects  the  ability  of  any  work-focused  mandate  to  succeed,  comes 
from  the  job  market  and  economic  incentives  facing  welfare  recipients.   In  pushing  recipients  to 
work,  and  equipping  them  for  it,  states  have  been  swimming  upstream  against  the  strong  current 
of  declining  wages  for  the  low-skilled.    The  combination  of  the  low  wages  they  command  and  the 
perverse  rules  of  the  welfare,  Medicaid,  and  child  care  systems  —  where  people  can  be  worse  off 
working  than  on  welfare  -  means  that  welfare  recipients  have  little  economic  incentive  to  work. 

The  last  two  challenges  —  low  skills  and  little  economic  incentive  to  work  —  help  explain  why 
welfare  recipients  who  take  jobs  often  leave  or  lose  them  quickly.   The  first  two  challenges  - 
adequate  resouirces  and  a  new  message  -  are  areas  where  federal  structural  and  financing 
policies  will  be  critical. 

Was  JOBS  Implemented?  Has  JOBS  Failed? 

Reports  from  the  General  Accounting  Office,  the  Rockefeller  Institute  of  Government  at  the  State 
University  of  New  York,  and  MDRC  show  huge  variability  in  the  success  of  states  in 
implementing  a  work-focused  mandate.   JOBS  was  supposed  to  provide  both  carrots  and  sticks: 
offering  employment-directed  services,  but  requiring  diat  people  participate  and  take  steps  toward 
self-sufficiency.    In  1988,  the  public  was  led  to  expect  that  the  new  legislation  would 
fimdamentally  change  the  message  and  character  of  welfare  and  reduce  the  rolls.   In  some  places, 
as  a  result  of  JOBS,  welfare  is  now  very  different;  but  in  many  places,  it  is  not.   The  reasons  are 
clear;  States  had  little  knowledge  of  how  to  implement  high-performance  programs;  there  was  no 
consensus  on  goals  and  the  means  to  reach  these  goals;  and,  most  importantly,  JOBS  programs 
did  not  have  the  resources  to  make  the  mandate  real  for  most  of  the  AFDC  caseload,  especially 
since  the  program  was  implemented  during  a  recession  that  drove  up  the  rolls  and  limited  states' 
ability  to  provide  the  match  to  draw  down  available  federal  funds.    As  a  result,  JOBS  has 
provided  some  new  education  and  training  services  for  welfare  recipients,  and  states  have  largely 
met  the  participation  targets  set  by  Congress.    But  in  many  places  it  operates  as  a  voluntary 
program,  which  clearly  was  not  ttie  intent  of  the  Family  Support  Act. 

While  the  national  experience  is  mixed,  studies  have  identified  clear  examples  of  excellence: 
JOBS  programs  that  have  successfully  implemented  a  participation  mandate,  changed  the  nature 
of  welfare,  and  gotten  many  welfare  recipients  to  substitute  earnings  for  AFDC  payments.    I  will 
turn  to  the  findings  in  a  minute,  but  the  larger  lesson  I  want  to  stress  now  is  that  we  know  that 
JOBS  can  do  much  more  than  it  has  so  far  accomplished.    In  this  area,  we  act  on  knowledge,  not 
hope.   The  challenge  is  to  team  from  and  build  upon  the  more  successful  programs. 

Would  JOBS  Matter  in  a  World  nf  Timp-I  Jmited  Welfare? 

Is  this  worth  doing?  Does  JOBS  have  a  role  in  an  era  of  time  limits  and  cut-offs?  Making 
JOBS-type  programs  work  better  can  not  only  respond  to  the  public's  dissatisfaction  with  no- 
strings-attached  assistance,  but  is  also  vital  to  making  a  time  limit  -  either  with  some  form  of 
mandatory  work  at  the  end  or  with  all  support  simply  ending  —  feasible  and  affordable,  and 
reducing  the  misery  involved  in  such  a  transformation. 

I  say  this  because,  from  a  state  perspective,  it  seems  that  the  risk  of  a  time  limit  will  be  too  high 
luless  more  people  than  is  now  the  case  leave  welfare  before  reaching  the  limit.   If  not,  too 
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many  people  will  'hit  the  clifT  and  either  require  subsidized  work,  which  will  cost  ttie  public 
more  than  cash  welfare,  or  face  a  dramatic  loss  of  income,  with  unknown  effects  on  families  and 
children  and,  ultimately,  public  budgets. 

Thus,  building  high-performance  JOBS  programs  is  not  an  alternative  to,  but  a  prerequisite  for, 
any  form  of  time-limited  welfiare.   The  challenge  in  Washington  is  to  assure  that  the  resources, 
incentives,  and  knowledge  are  there  lo  make  this  investment  feasible;  the  challenge  in  the  states  is 
to  make  a  reality  out  of  JOBS'  potential. 

If  JOBS  Remains  fVitkal.  What  Is  Its  Potential? 

Successful  JOBS  programs  can  impose  a  real  participation  mandate,  increase  enq>loyment,  and 
reduce  welfare  costs. 

1.  JOBS'  potential  to  implement  a  participation  mandate 

It  is  easy,  sitting  in  Washington,  to  assume  that  anything  less  than  100  percent  participation 
means  that  administrators  are  not  taking  die  JOBS  mandate  seriously.   But  if  legislation  is  to 
reflect  reality,  it  is  critical  to  imderstand  why  this  is  not  a  reasonable  goal,  even  for  the  toughest 
administrators,  those  committed  to  getting  everyone  to  participate.    Evidence  from  two  special 
demonstration  programs  diat  had  substantially  expanded  funding  indicates  that,  in  a  typical  month 
and  by  working  with  all  people  subject  to  the  mandate,  administrators  could  get  SO  to  60  percent 
of  them  either  to  be  active  in  the  program  or  to  hold  an  unsubsidized  job  (usually  part  time) 
while  remaining  on  welfare. 

2.  JOBS'  potential  to  change  behavior  and  save  money 

MDRC  has  recently  completed  an  eight-year,  six-county  study  of  37,000  people  in  California's 
GAIN  program,  the  nation's  largest  JOBS  program,  which  shows  several  models  of  success. 
While,  on  average,  GAIN  succeeded  in  increasing  earnings  and  reducing  welfare  benefits, 
impacts  were  at  least  twice  the  average  —  and,  indeed,  the  most  impressive  measured  to  date  — 
in  Riverside  County.   There,  GAIN  led  to  a  26  percent  increase  in  the  share  of  AFDC  recipients 
working,  a  49  percent  increase  in  average  earnings,  and  a  IS  percent  decline  in  welfare  outlays, 
all  of  which  helped  the  program  return  to  taxpayers  almost  $3  for  every  $1  spent  to  run  the 
program.    Riverside  produced  dramatic  results  for  all  groups  in  the  caseload,  including  very 
long-term  recipients  (who  were  on  wel^e  continuously  for  at  least  six  years),  people  with  poor 
educational  skills,  and  people  with  preschool-age  children. 

Riverside's  program  and  the  GAIN  programs  in  San  Diego  and  Butte  cotmties  proved  to  be  triple 
winners.    In  terms  of  society's  two  goals  for  reform,  which  I  mentioned  earlier,  tfaey  itKreased 
both  the  income  of  welfare  families  (getting  more  money  to  children)  and  people's  self- 
sufficiency  (by  getting  parents  to  substimte  earnings  for  welfare).    In  die  process,  they  also  saved 
money  for  taxpayers  by  generating  measured  budget  savings  that  actually  exceeded  (or,  in  the 
case  of  Butte,  equaled)  the  up-front  investment  in  operating  the  program.   Not  many  social 
programs  can  match  these  accomplishments. 
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While  Aese  findings  are  impressive.  Riverside's  GAIN  program  has  not  eliminated  welfare  or 
transformed  the  earnings  potential  of  welfare  recipients.    More  people  got  jobs  than  would  have 
gotten  them  without  the  program,  and  got  them  sooner,  but  they  were  usually  not  "better"  jobs 
and  families  were  rarely  boosted  out  of  poverty.    Three  years  after  enrolling  in  Riverside  GAIN, 
41  percent  of  people  were  still  receiving  welfare  benefits,  although  some  of  these  were  working 
and  receiving  reduced  grants. 

What  Explains  Riverside's  Success? 

Real-world  JOBS  programs  are  complex  amalgams  of  work-directed  services,  management  style, 
operational  decisions,  available  resources,  and  local  environments.    Success  hinges  to  a  large 
degree  on  what  activities  are  provided  (job  search,  work  experience,  education,  or  training),  how 
they  are  targeted  (serving  a  few  people  versus  requiring  that  all  must  participate),  and  the  manner 
in  which  they  are  provided  (the  message,  the  management,  and  the  mandate). 

Riverside  provides  one  version  of  a  high-performance  JOBS  program.   In  testimony  last  year,  I 
characterized  their  tough  and  conservative  version  of  the  JOBS  program  as  follows: 

More  than  any  other  place  I  know  of,  this  program  communicates  a  message  of 
high  expectations.   When  you  walk  into  a  GAIN  office  in  Riverside,  you  are  there 
for  one  purpose:  to  get  a  job.    At  orientation,  job  developers  announce  job 
openings;  throughout,  program  staff  convey  an  upbeat  message  about  the  value  of 
work  and  people's  potential  to  succeed.   If  you  are  in  an  education  program  -  and 
about  half  of  Riverside  GAIN  participants  are  —  you  are  not  marking  time,  as  you 
can  in  some  locations.    You  know  that  if  you  do  not  complete  the  program,  or  at 
least  make  progress  in  it,  staff  who  are  closely  monitoring  your  progress  will  insist 
that  you  look  for  a  job. 

The  Riverside  program  simultaneously  included  a  number  of  features: 

Priority  on  the  JOBS  program  by  the  most  senior  officials  in  the  agency. 
A  strong  commitment  and  adequate  resources  to  serve  the  full  mandatory 
population  (not  just  those  who  volunteer  or  appear  to  be  more  job-ready). 
A  pervasive  emphasis  on  getting  a  job  quickly,  even  a  job  that  is  relatively  low- 
paying  and  even  for  people  placed  in  education  and  training  activities. 
A  mixed  strategy,  emphasizing  structured  job  search  ("job  clubs"),  but  also 
making  substantial  use  of  basic  education. 

The  active  use  of  job  developers  to  establish  a  close  link  to  private  sector 
employers  and  to  help  recipients  locate  work. 

A  willingness  to  use  sanctions  (i.e.,  grant  cuts)  to  enforce  the  participation 
mandate. 

A  cost-conscious  management  style,  reflecting  a  recognition  that  time  is  money 
and  that  moving  people  quickly  toward  the  goal  of  employment  will  increase 
the  program's  cost-effectiveness. 

An  outcome-focused  management  style,  including  job  placement  standards  for 
case  managers. 
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How  Much  Should  Prognuns  Emphasize  Educati""  anH  Training 
Versus  Quick  Job  Placement? 

One's  judgment  about  the  success  or  faihire  of  any  particular  JOBS  strategy  depends  in  large  part 
on  one's  goals  for  welfare  reform.   The  available  findings  suggest  that  there  are  trade-offs  along 
the  continuum  from  an  essentially  job  search/job  club  program,  to  one  that  emphasizes  quick 
employment  but  also  includes  some  education  and  training,  to  one  that  includes  some  job  search 
but  emphasizes  education  and  training,  widi  a  goal  of  getting  people  into  higher-wage  jobs. 

Job  clubs  get  people  into  employment  quickly  and  save  taxpayers  money,  but  do  not  get  people 
into  jobs  with  higher  wages  than  those  ihey  would  have  found  on  their  own,  or  succeed  with  the 
more  disadvantaged.    Programs  focused  on  getting  people  higher-wage  jobs  cost  taxpayers 
money,  but  can  increase  job  quality  and  may  make  a  greater  long-term  difference  in  ttie  earnings 
of  some  recipients.    Programs  that  favor  quick  employment  but  also  include  some  human  capital 
development  services  can  combine  die  benefits  of  both  strategies:  They  can  make  welfare 
recipients  somewhat  better  off,  save  taxpayers  money,  and  change  the  employment  behavior  of 
some  of  the  more  disadvantaged  recipients. 

The  extent  to  which  a  program  succeeds  and  is  cost-effective,  however,  depends  not  only  on  the 
mix  of  services,  but  also  on  the  quality  of  implementation.    Spending  a  lot  is  not  enough  to 
assure  success;  spending  a  little  is  not  enough  to  assure  savings.    Managing  resources 
(recognizing  that  time  is  money)  is  central,  no  matter  what  the  program's  goals.    In  Riverside, 
managing  for  success  meant  providing  a  range  of  services  but  having  one  clear  goal,  controlling 
costs,  and  stressing  performance  in  all  activities. 

While  cost-conscious  management  can  pay  off,  the  research  also  provides  a  clear  warning  against 
spreading  program  resources  very  fliin,  as  can  happen,  for  example,  in  environments  where  hard- 
pressed  administrators  have  to  stretch  limited  resources  over  iiKreasing  numbers  of  welfare 
recipients.   There  is  a  ttireshold  of  resources  below  which  a  mandatory  program  may  produce 
small  welfare  savings  (through  sanctions  and  the  'hassle  factor")  but  is  unlikely  to  increase 
people's  employment  and  earnings. 

What  Do  We  Know  About  the  FeasibilitY  and  Effectiveness  of  Work-for-Benefits 
("Workfare")  Programs? 

Some  of  the  current  reform  proposals  call  for  large-scale,  work-for-benefits  programs  (usually 
referred  to  as  "workfare"),  either  as  a  substitute  for  JOBS'  other  activities  or  for  people  who 
have  not  found  work  despite  two  years  of  access  to  work-directed  services.   Hard  knowledge 
about  workfare  programs  is  limited  and  comes  mostly  from  studies  of  small-scale  programs 
implemented  during  the  1980s.   These  show  a  mixed  record. 

On  die  positive  side,  die  studies  suggest  that  it  is  feasible  to  get  people  to  work  for  their  grants, 
that  they  view  work  assignments  as  fair,  and  that  they  do  real  work.    Furdiermore,  the  value  of 
die  work  produced  offsets  die  cost  (approximately  $2(X)0  to  $40(X)  annual  cost  per  filled  slot, 
excluding  the  cost  of  child  care).   Thus,  such  programs  provided  an  alternative  way  to  support 
children.   On  the  other  hand,  repeatedly,  states  have  had  trouble  developing  large  numbers  of 
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work  sites  and  have  found  that  some  welfare  recipients  were  unable  to  work,  with  the  result  that 
programs  were  almost  always  much  smaller  than  anticipated.   The  very  limited  evidence  that  is 
available  suggests  that,  under  these  conditions,  mandatory  unpaid  work  did  not  develop  people's 
skills  and  did  not  prompt  people  to  move  more  rapidly  into  unsubsidized  employment  or  deter 
them  from  applying  for  welfare.    It  is  possible  that  large-scale,  universal,  ongoing  work 
requirements  before  or  after  a  time  limit  might  have  a  much  larger  effect  on  the  rolls,  but  since 
this  model  has  never  been  rigorously  tested  -  with  the  exception  of  a  program  for  men  in  West 
Virginia  -  its  effectiveness  remains  unknown. 

Since  the  workfare  programs  that  were  tested  did  not  appear  to  reduce  the  welfare  rolls,  studies 
concluded  that,  in  strictly  budgetary  terms  -  i.e.,  ignoring  the  value  of  the  work  performed  - 
sending  people  a  small  check  was  probably  cheaper  than  providing  them  with  a  non-market  way 
to  earn  it.  This  is  because  free  labor  is  not  really  free:  It  costs  money  to  develop,  manage,  and 
monitor  work  sites,  and  to  provide  child  care  to  people  while  they  are  working.  Because  of  the 
high  potential  costs,  some  states  structured  the  work  obligation  to  limit  the  demand  for  child  care 
by  imposing  only  a  three-month  work  obligation,  setting  the  number  of  required  hours  of  work 
per  week  to  fit  around  the  school  schedule,  or  exempting  mothers  of  preschool  children. 

While  work-for-benefits  programs  may  not  save  money,  if  they  could  be  implemented  at  scale, 
they  would  be  a  means  to  deliver  on  tfie  welfare-to-work  strategy's  potential  for  maintaining  a 
safety  net  of  funded  support  for  children  while  sending  a  more  socially  acceptable,  pro-work 
signal  to  parents.    A  recent  Kaiser  Family  Foundation/Harvard  University  poll  shows  the  public's 
strong  support  for  such  an  outcome. 

Can  You  Replicate  or  Improve  on  Riverside's  Results? 

At  this  time,  it  is  unclear  whether  Riverside's  success  can  be  replicated  in  diverse  communities 
around  the  country,  particularly  in  inner-city  areas.   The  average  JOBS  program  lags  far  behind 
and  will  have  to  change  considerably  to  deliver  on  the  program's  potential.    However,  it  is  clear 
that  the  techniques  used  —  and  the  economic  conditions  —  were  not  so  exotic  as  to  suggest  that 
other  localities  could  not  adapt  them  to  strengthen  their  own  programs.   Indeed,  other  programs 
that  have  been  or  are  being  evaluated  -  SWIM  in  San  Diego,  the  Center  for  Employment 
Training  (CET)  in  San  Jose,  several  of  the  sites  in  the  national  JOBS  evaluation  -  appear  to 
make  successful  use  of  some  of  the  same  techniques. 

If  the  rest  of  the  nation's  JOBS  programs  could  attain  similar  results  —  an  objective  that  the 
nation's  governors  appear  eager  to  pursue  —  the  welfare-to-work  bargain  that  has  been  the 
cornerstone  of  the  new  welfare  compromise  would  indeed  achieve  a  transformation  of  welfare. 
Moreover,  a  number  of  factors  might  further  improve  JOBS'  effectiveness:  if  the  financial 
incentives  facing  welfare  recipients  were  more  pro-work  or  if  there  were  more  assistance  to 
people  once  they  began  work  in  order  to  reduce  the  high  rate  at  which  they  quit  or  lose  flieir  jobs 
and  return  to  welfare. 

What  Federal  Actions  Can  Increase  the  Effectiveness  of  Welfare-to-Work  Programs? 

Are  major  structural  changes  needed  to  effect  this  transformation?  I  do  not  think  so,  beyond 
provisions  to  allow  states  greater  flexibility.   But  there  is  a  major  federal  role  in  addressing  the 
first  two  challenges  I  outlined  early  in  diis  testimony:  changing  the  message  and  practice  of  the 

10 


228 


JOBS  program  and  providing  adequate  resources  for  the  up-front  investment  in  welfare-to-work 
programs. 

1.  Structural  Reform 

The  difference  between  high-performance  and  average  JOBS  programs  is  not  structural.   The  key 
is  what  staff  do  and  how  they  do  it.   Any  fundamental  structural  change  would  take  years  to  put 
into  place  —  years  in  which  changes  in  federal  law  filter  down  through  new  regulations  to 
changes  in  state  law,  to  changes  in  local  government,  to  the  development  of  new  procedures  in 
local  welfare  offices,  and,  finally,  to  ttie  interaction  between  line  staff  and  welfare  recipients  in 
those  offices.   At  its  best,  "structural  change'  could  provide  a  new  environment  in  which  welfare 
programs  would  have  the  potential  to  work  better,  but  fliere  is  no  guarantee  that  diis  would 
occur.   Changing  the  structure  of  the  system  is  in  some  sense  the  easy  part.   At  its  worst, 
structural  change  could  divert  administrators  from  confronting  the  tough  part:  the  day-to-day 
tasks  that  would  still  remain  after  making  any  major  structural  change.   These  tasks  - 
articulating  a  clear  mission,  explaining  to  staff  how  this  message  affects  what  should  happen 
between  welfare  recipients  and  staff,  getting  people  into  quality  services,  monitoring  their 
participation,  addressing  problems  quickly  when  they  arise,  sanctioning  nonparticipants,  and 
putting  in  place  systems,  services,  and  practices  ttiat  are  cost-effective  and  put  large  numbers  of 
welfare  recipients  to  work  —  are  the  keys  to  success. 

The  history  of  reform  in  the  nation's  employment  aiKl  training  system  is  one  in  which  the 
structure  is  changed,  but  the  real  action  -  the  interaction  between  welfare  recipients  and  staff 
and  the  quality  of  employment  services  -  is  neglected.   This  is  where  administrators  need  to 
focus  in  order  to  improve  program  effectiveness.   But  for  administrators  to  tackle  these  tough 
issues  with  zeal  requires  that  they  identify  with  the  program's  mission.   Visions  for  welfare 
reform  spring  ft-om  different  values  and  goals.   Promoting  program  ownership  requires  giving 
states  flexibility  in  the  design  of  their  work  strategy. 

2.  Performance  Standards.  Techniral  A«istance.  and  Knowledge-Building 

What  can  the  federal  govenmient  do  to  increase  program  effectiveness?  Some  of  the  cross-state 
variation  in  the  design  and  nature  of  welfare-to-work  programs  reflects  different  values  and  goals 
for  welfare  reform,  or  differences  in  resources.   But  some  of  it  reflects  differences  in 
competence,  know-how,  and  knowledge. 

In  addition  to  providing  funding,  there  are  fliree  ways  the  federal  government  could  promote 
change.   The  first  would  be  to  tie  funding  to  the  achievement  of  performance  standards  intended 
to  promote  JOBS'  different  goals:  imposing  a  work-focused  obligation  (participation  standards)  or 
increasing  employment  and  reducing  welfare  receipt  (outcome  standards).   People  who  envision 
work  programs  primarily  as  a  means  to  impose  a  quid  pro  quo  for  welfare  receipt,  favor 
participation  standards,  the  current  j^proach.   These  standards  seem  to  have  been  effective  in 
moving  the  system  in  the  direction  of  imposing  a  participation  mandate  on  a  larger  share  of  the 
caseload.   People  who  see  JOBS  programs  as  a  means  to  increase  employment  and  reduce 
welfare  receipt  view  participation  standards  as  a  diversion  and  advocate  a  shift  to  outcome 
standards,  i.e.,  measures  such  as  the  rate  at  which  welfare  recipients  get  jobs  or  leave  the  rolls. 
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The  attraction  of  either  outcome  or  participation  standards  is  clear:   There  is  evidence  that  the 
system  would  respond  to  such  incentives,  i.e.,  that  you  get  what  you  measure.   Congress  or  the 
states  could  identify  the  goals,  and  individual  administrators  could  then  be  unleashed  to  be 
creative  in  achieving  them.   While  there  is  a  clear  logic  to  outcome  standards,  there  are  also 
some  warning  flags.   Studies  show  that: 

•  The  easiest  way  to  get  more  job  placements  is  to  change  whom  you  serve,  not 
how  you  serve  people.   This  has  led  to  the  phenomenon  of  "creaming. " 

•  There  is  no  clear  correlation  between  programs  that  produced  good  outcomes 
(e.g.,  high  numbers  of  job  placements)  and  programs  that  actually  change 
people's  behavior  (i.e.,  get  jobs  for  people  who  would  not  have  gotten  them 
anyway). 

•  The  nation's  major  performance-driven  system,  the  Job  Training  Partnership 
Act  (JTPA)  program,  was  not  more  successful  with  welfare  recipients  than 
welfare-to-work  programs  that  did  not  operate  under  outcome  standards.   JTPA 
programs  produced  comparable  earnings  gains,  but  did  not  generate  welfare 
savings,  a  clear  goal  of  welfare  reform  programs. 

•  It  is  very  difficult  to  create  a  level  playing  field  across  states  facing  varied 
economic  conditions  and  with  diverse  welfare  populations. 

This  does  not  mean  that  some  combination  of  outcome  and  participation  standards  might  not  be 
an  effective  tool  to  motivate  program  staff,  but  it  does  suggest  caution  in  over-reliance  on  this 
approach  at  the  federal  level. 

A  second  way  the  federal  government  can  bring  about  wider  application  and  use  of  effective 
strategies  is  to  take  advantage  of  the  growing  body  of  research  evidence  about  what  works  and 
what  does  not  work.   This  could  be  done  by  an  aggressive,  hands-on,  federally  sponsored 
technical  assistance  and  training  effort  —  possibly  combined  with  financial  incentives  —  designed 
to  provide  states  with  concrete  evidence  on  the  services  and  management  practices  and  strategies 
that  have  been  used  by  the  most  successful  welfare-to-work  programs.  While  this  is  not  a 
guarantee  of  success  -  and  states'  responses  will  vary,  depending  on  their  particular  priorities 
and  goals  for  reform  -  it  could  short-cut  the  learning  process  and  promote  change. 

Such  an  effort  could  champion  the  techniques  shared  by  welfare-to-work  programs  of  proven 
effectiveness: 

•  Saturation  services.  The  resources  and  commitment  to  work  with  everyone 
required  to  participate. 

•  Adequate  staff  and  systems.   Reasonable  staff  caseloads  and  reliable  automated 
systems  so  that  JOBS  workers  can  monitor  and  report  on  participation  and 
outcomes. 

•  A  strong  employment  focus.   JOBS  staff  who  promote  the  value  of  work  and  the 
capabilities  of  welfare  recipients,  while  providing  a  range  of  services. 

•  Private  sector  connections.   The  active  use  of  expert  job  development  staff  who 
link  participants  to  real  jobs. 
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•  Committed  management.    Leadership  that  conveys  a  clear  message  about  the 
program's  employment  goals  and  the  means  to  attain  ttiem. 

•  Outcome  and  process  standards.   Management  that  tracks  staff  success  in 
getting  people  into  jobs  and  in  enforcing  the  participation  mandate. 

Finally,  there  is  also  a  continuing  federal  role  in  identifying  effective  practices,  evaluating  new 
innovations,  and  determining  the  replicability  of  successhil  approaches.  Twenty  years  ago,  we 
knew  almost  nothing  about  the  effectiveness  of  different  welfare-to-work  approaches.  I  can 
discuss  the  fmdings  presented  in  ttiis  testimony  today  because  of  the  large  body  of  studies  that 
now  exists.  If,  with  new  flexibihty,  states  increasingly  become  the  laboratories  for  innovation 
and  the  locus  of  control  for  work  strategies,  the  urgency  of  capturing  the  lessons  will  be  even 
greater.  The  need  for  a  federal  role  in  knowledge-building  and  technical  assistance  will  be  more 
urgent,  since  states  will  have  limited  incentive  to  increase  and  share  knowledge. 

Would  Block  Grants  Elncourage  or  Inhibit  the  Expansion  of  Work-Focused  Programs? 

The  goal  of  welfare-to-work  programs  is  to  change  AFDC  from  an  income  transfer  program  to  a 
system  promoting  and  requiring  work.   This  involves  an  up-front  investment  in  creating  enough 
work-directed  activities  to  make  die  obligation  real.   While  the  payoff  can  be  substantial,  it  is  in 
the  future.    (For  example,  it  appears  that  the  Riverside  program  took  close  to  two  years  to  pay 
taxpayers  back  for  the  initial  investment.    Less  effective  programs  -  or  those  working  with  more 
difficult  populations  in  inner<ity  areas  -  can  take  longer.)   If  JOBS  funds  are  included  in  a 
block  grant,  the  marginal,  or  last,  dollar  spent  will  come  100  percent  from  state  tax-levy  funds. 
Under  these  conditions,  will  work  programs  dirive? 

1.  If  AFDC  and  JOBS  Are  Included  in  One  Block  Grant 

It  is  hard  to  predict  how  states  will  respond  if  they  receive  one  block  grant  to  cover  AFDC 
benefits  and  welfare-to-work  programs.   While  some  states  may  maintain  or  expand  their  work 
programs  and  welfare  reform  initiatives,  it  is  likely  that,  when  diere  are  no  federal  matching 
fimds  for  the  last  dollar  spent  on  a  work  program,  states  will  have  shorter  time  horizons.   If 
applications  for  welfare  increase  and  states  come  imder  pressure  to  meet  grant  payments,  work 
programs  will  be  at  risk.   This  is  because  diey  will  seem  more  discretionary  and,  therefore, 
easier  to  cut.    Also,  states  may  resist  investing  in  these  programs,  since  some  of  the  returns  (in 
reduced  Medicaid  and  Food  Stamp  outlays,  or  increased  tax  payments)  will  go  to  the  federal 
treasury.    For  both  reasons,  work  programs  may  be  scaled  back  or  funded  at  levels  that  have 
been  shown  to  produce  very  htde. 

2.  If  JOBS  and  Employment  and  Training  Programs  Are  Included  in  One  Block 
Grant 

The  main  issue  to  consider  in  answering  diis  question  concerns  program  goals.   The  objectives  of 
mandatory  welfare-to-work  programs  may,  in  part,  overlap  widi  diose  of  voluntary  employment 
and  training  programs,  but  they  also  diverge  in  fundamental  respects.  JOBS  programs  seek  not 
oi]ly  to  help  people  find  jobs  and  increase  their  skills  —  the  goals  of  the  employment  and  training 
system  —  but  also  to  inq>ose  a  participation  requirement  and  reduce  welfare  receipt.   Welfare-to- 
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work  programs  are  thus  distinctly  different  from  the  typical  job  training  program:  They  do  not 
serve  motivated  volunteers  but,  rather,  mandate  participation;  they  cannot  screen  applicants  and 
select  those  who  can  be  placed  in  jobs,  but  must  seek  to  reach  everyone  on  welfare. 

From  an  operational  perspective  as  well,  this  divergence  in  goals  means  that  the  JOBS  program 
has  to  be  tightly  linked  to  the  income  maintenance  system,  i.e.,  those  who  pay  the  welfare 
checks.   As  we  learned  in  the  1970s,  having  responsibility  for  welfare  employment  programs  in 
one  state  agency  and  responsibility  for  the  welfare  payment  system  in  a  different  state  agency  is  a 
complex  structure  for  reforming  welfare  through  work-focused  mandates.   Whatever  emerges 
should  facilitate,  not  complicate,  the  necessarily  close  link  between  welfare  and  work. 

A  real  iimovation  in  welfare-to-work  programs  occurred  in  the  1980s,  when  governors  obtained 
new  flexibility  and  assumed  ownership  of  the  program,  ending  the  bifurcated  structure  where 
welfare-to-work  programs  were  jointly  managed  by  the  federal  and  state  labor  and  welfare 
departments.   JOBS  takes  on  new  relevance  when  it  is  a  tool  for  reducing  welfare  costs,  wielded 
by  the  agency  responsible  for  paying  grants. 

How  Many  Welfare  Recipients  Cannot  Reasonably  Be  Expected  to  Work? 

Finally,  an  inevitable  question  in  discussions  of  welfare  reform  concerns  the  work  potential  of 
welfare  recipients.   Contrary  to  the  stereotype,  many  recipients  want  to  work  and,  in  fact,  do 
work.    Some  work  while  they  are  receiving  AFDC,  and  many  take  jobs  and  leave  AFDC.    In  the 
California  evaluation,  the  majority  (57  percent)  of  people  in  GAIN  worked  at  some  point  during 
the  three  years  after  entering  the  program,  and  about  two-thirds  of  them  worked  at  least  30  hours 
per  week  in  their  most  recent  job.   Moreover,  the  overwhelming  majority  of  GAIN  survey 
respondents  who  said  that  they  were  not  employed  but  were  looking  for  work  reported  that  they 
were  seeking  a  full-time  job,  a  preference  that  was  also  noted  in  a  recent  report  from  the 
National  JOBS  Evaluation. 

Even  for  those  who  are  employable,  however,  studies  also  show  that  the  road  to  self-sufficiency 
can  have  many  detours  and  that  'employ ability"  is  not  a  static  condition.   Setbacks  are  common. 
The  GAIN  study  found  that  less  than  a  third  of  people  in  the  program  were  working  at  any  given 
time,  indicating  a  high  rate  of  job  turnover.   Jobs  ended  when  people  quit  (e.g.,  because  of 
family  crises)  or  because  of  layoffs,  conflicts  at  the  worksite,  or  a  variety  of  other  reasons  typical 
in  the  low-wage  employment  sector. 

But  there  is  also  a  group  on  welfare  who  simply  cannot  work  in  unsubsidized  jobs,  either  because 
of  their  very  low  skills,  their  lack  of  any  experience  with  work,  or  their  own  or  their  children's 
chronic  health  or  severe  emotional  problems  (problems  that,  nonetheless,  do  not  qualify  the 
family  for  SSI).   One  study,  the  National  Supported  Work  Demonstration,  targeted  very  long- 
term  recipients  and  showed  that,  with  special  assistance  and  in  unusual  settings,  some  people  who 
would  normally  have  been  considered  unemployable  could  in  fact  work.    But  creating  the  close 
supervision  and  somewhat  protected  work  settings  proved  very  expensive.   Moreover,  when  the 
12  or  18  months  of  transitional  paid  work  ended,  a  substantial  group  of  women  who  could  get  by 
in  the  sheltered  program  environment  were  not  able  to  get  or  keep  an  unsubsidized  job. 
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The  number  of  people  who  cannot  work,  or  who  could  work  only  with  special  support,  is 
probably  less  than  the  quarter  of  JOBS  eligibles  who  said  in  a  survey  that  diey  could  not 
participate  at  a  particular  point  in  time.    But  the  group  in  question  will  constrain  efforts  to  obtain 
very  high  rates  of  participation  in  work-related  activities  or  workfare  positions  and  will  challenge 
administrators  implementing  time-limited  welfare  approaches. 

Conclusion 

For  30  years.  Congress  has  responded  to  the  public's  clear  desire  to  change  welfare  from  a  no- 
strings-attached  entitlement  to  a  transitional  program  that  requires  that  many  people  on  welfare 
participate  in  work-focused  activities.   This  has  proven  difficult  to  do  and,  as  a  result,  some  are 
arguing  that  JOBS  has  not  worked  and  should  be  discarded.    This  would  be  a  serious  mistake. 
Across  the  country,  states  and  localities  have  moved  along  the  road  toward  changing  welfare  and 
have  put  in  place  many  of  the  building  blocks  of  reform.    Research  on  JOBS  programs  does  not 
suggest  that  they  offer  miracle  cures.   But  we  do  not  have  con^)arably  reliable  evideiKe  of 
alternative  approaches  that  work  better  than  the  nation's  most  promising  JOBS  programs  in 
substituting  earnings  for  welfare  while  saving  money  for  taxpayers  and  continuing  to  provide  a 
safety  net  for  children  whose  parents  cannot  or  will  not  work. 

We  now  know  that  JOBS  can  succeed  in  changing  welfare  so  that  it  feels  more  temporary  and 
communicates  different  values.   If  welfare  offices  throughout  the  country  were  communicating 
the  same  new  message  and  having  the  same  results,  the  public  might  have  a  very  different  view 
of  legislators,  administrators,  and  welfare  recq>ients.   They  might  think  Aat  reformers  were 
finally  getting  serious. 

But  can  communi^es  throughout  the  country  achieve  this  level  of  performance?  The  answer  is 
not  clear.   Currently,  average  performers  lag  far  behind  and  will  have  to  change  considerably  for 
JOBS  to  deliver  on  its  potential.   But  what  is  clear  is  that  most  commimities  have  only  begun  to 
try,  and  that  bridging  this  gap  will  not  happen  by  putting  JOBS  on  autopilot.   There  need  to  be 
more  resources  (to  make  the  mandate  real),  stronger  management,  and  commitment  to  a  program 
that  is  more  work-focused  and  mandatory. 

There  is  clearly  both  a  federal  and  state  role  in  making  this  h^pen.   There  is  a  severe  risk  that 
we  will  not  realize  the  potential  of  a  welfare-to-work  strategy  because  sufTicient  funds  are  not 
available.   One  way  this  might  occur  is  if  states  have  to  make  trade-offs  on  the  use  of  a  single 
pool  of  funds:    i.e. ,  spend  them  on  maintaining  welfare  benefits,  or  on  up-front  investments  in 
programs  to  get  people  off  the  rolls,  or  on  mandated  programs  to  keep  them  working  while  on. 
Thus,  the  federal  funding  structure  will  be  key  to  promoting  JOBS'  expansion.    But,  beyond  this, 
the  federal  government  has  a  clear  role  in  building  state  capacity.   Doing  this  involves  steps  to 
identify  models  of  excellence,  to  imderstand  whether  success  can  be  replicated  under  diverse 
conditions,  and  to  provide  a  decentralized  welfare  system  with  reliable  evideiKe  on  how  to 
inq)rove  program  performance. 

Finally,  the  federal  govenmient  and  the  states  both  have  a  role  in  trying  to  alter  the  economic 
conditions  —  the  combination  of  stagnant  or  declining  wages  and  anti-work  incentives  built  into 
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the  welfare  system  —  that  constrain  the  potential  for  success  of  current  efforts  to  get  welfare 
recipients  to  work. 

While  improvement  is  clearly  possible,  in  providing  leadership  in  welfare  reform,  the  federal 
government  and  Congress  face  the  challenge  of  avoiding  overpromising  on  the  success  of  the  next 
round  of  reform.    There  are  simply  no  easy  solutions  for  poverty  or  welfare.    Helping  the  public 
understand  what  level  of  change  is  attainable,  and  taking  all  die  steps  needed  to  make  that  occur, 
might  break  the  cycle  of  cynicism  that  has  resulted  from  past  waves  of  reform.    Instead  of  setting 
unrealistic  goals  and  denouncing  modest  success  as  failure,  setting  realistic  goals  might  help  the 
public  gain  greater  confidence  in,  rather  than  find  a  new  reason  to  discredit,  government. 
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I  am  very  pleased  to  testify  in  these  crucial  hearings  on  the  future  of  welfare  in  America.  I  am 
delighted  to  see  the  Republicans  in  the  seats  of  power  in  Congress  for  the  first  time  in  forty  years. 
This  presents  them  new  challenges.  For  the  first  time  since  welfare  became  a  national  issue,  they  get 
to  ask  what  kind  of  welfare  they  want.  What  should  a  Republican  reform  of  welfare  mean? 

The  proposals  of  House  Republicans  combine  cuts  in  welfare's  generosity  with  tougher  work 
requirements.  I  believe  the  work  provisions  are  the  sounder.  While  many  Republicans  want  simply  to 
cut  back  welfare,  I  would  prefer  to  use  it  for  conservative  ends,  in  this  case  to  enforce  work.  To  do 
this  suits  public  opinion,  and  it  also  may  be  the  best  way  to  reduce  dependency.  More  than  most 
people  realize,  work  programs  have  already  restrained  the  growth  in  welfare.  Current  welfare  work 
programs,  however,  must  be  changed  so  that  they  enforce  work  more  effectively. 

REPUBUCAN  PROPOSALS 

The  Republican  Contract  with  America  includes  a  Personal  Responsibility  Act  with  these  main 


provisions: 


•  Eligibility  limits:  Unwed  mothers  under  18  are  denied  benefits  under  Aid  to  Families  with 
Dependent  Children  (AFDC).  States  may  raise  the  age  of  eligibility  to  19,  20,  or  21.  States 
would  use  the  savings  to  make  other  provision  for  families  denied  aid,  such  as  group  homes. 

•  Time  limits:  Recipients  on  the  rolls  over  two  years  must  be  working  to  retain  aid.  States 
may  end  eligibility  for  an  individual  or  family  after  two  years  on  AFDC,  provided  one  year 
was  spent  in  a  work  program.  They  must  end  eligibility,  with  or  without  work,  at  five  years. 

•  No  entitlement  Federal  spending  for  AFDC,  welfare  work  programs,  SSI,  and  public 
housing  would  be  capped,  with  some  adjustment  for  inflation  and  growth  in  the  poverty 
population.  These  benefits  would  no  longer  be  provided  to  all  eligibles  as  of  right. 

•  Work  requirements:  States  must  establish  training  and  mandatory  work  programs  that 
require  recipients  to  work  or  look  for  work  35  hours  a  week.  Starting  in  19^,  2  percent  of 
all  welfare  adults  must  be  working  in  these  programs,  rising  to  50  percent  in  2003. 

Welfare  needs  radical  change.  The  proposed  eligibility  cuts  and  time  limits  are  certainly  radical. 
It  may  be  worth  enacting  them  simply  for  this  reason.  But  1  have  two  cautions.  First,  we  know  very 
little  about  the  effects  of  such  changes.  Opponents  say  children  and  poor  families  will  be  hurt,  but  that 
depends  on  whether  they  find  other  means  of  support,  as  many  can  do.  Proponents  say  that  cuts  would 
reduce  dependency  by  abating  the  incentive  that  welfare  now  creates  to  have  children  out  of  wedlock. 
However,  that  effect  would  probably  be  small,  since  the  incidence  of  illegitimacy  has  only  a  weak  tie 
to  welfare  benefit  levels.  ^  Perhaps  a  total  end  to  eligibility  for  young  unwed  mothers  would  have 
larger  effects.  I  doubt  it,  since  the  sexual  behavior  of  such  women  is  not  based  on  any  rational 


'  Ed  Gillespie  and  Bob  ScbeUhas,  Contract  with  America:  The  Bold  Plan  bv  Reo.  Newt  Gingrich.  Reo.  Dick 
Annev  and  the  Home  Rgpuhfjcana  tn  <Ti"pBe  the  Nation  (New  Yorit  Tunes  Books,  1994),  pp.  65-77. 

^  Robert  Mofntt.  Incentives  Effects  of  the  U.S.  Welfare  System:  A  Review.'  .''y^ffml  ftf  Economic  Literature  30 
(1992):  1-61. 
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calculus  of  costs  and  benefits.  To  have  children  young  and  outside  of  marriage  is  already  devastating 
to  one's  prospects  in  life,  even  with  welfare  as  it  is;  to  end  aid  would  increase  that  cost  only  slightly. 

There  is  less  reason  to  think  that  time  limits  would  deter  illegitimacy.  To  the  disadvantaged 
teens  most  at  risk  of  dependency,  two  years  is  an  eternity.  The  distant  knowledge  that  one  cannot 
draw  aid  forever  is  unlikely  to  deter  them  from  the  risky  sexual  behavior  that  now  gets  them  in  trouble. 
Far  better  to  change  the  nature  of  welfare  so  that  the  recipients  have  to  work  as  soon  as  they  go  on  aid. 

My  second  caution  is  that  eligibility  cuts  and  time  limits  conflict  with  public  opinion.  According 
to  polls,  most  Americans  oppose  ending  aid  if  it  would  mean  taking  children  away  from  mothers.  And 
while  a  majority  support  a  two-year  limit  on  aid,  they  do  so  only  if  it  is  clear  that  the  recipients  could 
support  themselves  by  working.  Indeed,  if  the  recipients  work,  most  people  feel  that  aid  need  not  be 
time-limited.  In  general,  the  public  would  prefer  to  turn  welfare  into  a  work  program  rather  than  cut  it 
back.  While  cuts  would  save  money,  most  people  are  prepared  to  spend  additional  money  on  welfare 
provided  the  adults  would  really  be  required  to  work.^ 

None  of  this  means  the  Republican  proposals  are  mistaken.  Government  may  need  to  underline 
the  value  of  personal  responsibility  even  if  the  deterrent  effect  is  doubtful.  Most  states  have  capital 
punishment  because  people  feel  it  is  justified  for  heinous  offenses,  even  though  one  cannot  show  that 
it  deters  crime.  Sometimes  government  has  to  lead  public  opinion  rather  than  following  it  I  only  say 
that  if  govenmient  cuts  or  time-limits  welfare,  it  should  realize  that  the  main  effect  probably  will  be 
symbolic.  Congress  should  not  expect  sharp  improvements  in  the  social  problem,  and  it  should  expect 
opposition  from  some  voters  and  well  as  advocacy  groups. 

The  effect  of  unentitling  welfare  is  even  less  certain.  Since  funding  for  welfare  and  other 
programs  slated  to  be  unentitled  would  still  increase  with  inflation  and  the  poverty  population,  it  is 
unclear  whether  any  needs  now  covered  would  not  be  met  in  future.  Even  if  money  were  to  run  out 
with  needs  unmet.  Congress  might  well  vote  supplementary  funds,  which  would  mean  that  welfare 
remained  an  entitlement  in  practice.  Food  Stamps,  after  all.  is  technically  not  an  entitlement,  yet 
Congress  always  ensures  that  it  is  fully  funded.  Most  likely,  an  unentitled  AFDC  would  be  too. 

WORK  REQUIREMENTS 

To  demand  that  adult  recipients  work  is,  in  general,  a  better  way  to  reform  welfare.  It  is  more 
consistent  with  public  values.  Studies  show  that  most  Americans  combine  a  desire  to  help  the  needy 
with  opposition  so  the  disorders  associated  with  welfare,  especially  unwed  pregnancy  and  nonwork  by 
welfare  adults.  People  want  to  help  families  in  distress  provided  the  adults  show  that  they  are 
"deserving"  by  demonstrating  a  willingness  to  work.  Voters  endorse  the  idea  of  social  contract— of 


3  Maureen  Dowd,  'Amcncan  liir''  G.O.P.  Agenda  But  Split  on  How  to  Reach  Goals,'  New  York  Times . 
December  15, 1994,  p.  A24;  Richard  Lacayo.  "Down  oo  die  Downtnxklen,"  Time.  December  19. 1995.  p.  32;  Peter  G. 
Gosselin.  "GOP  Returns  to  Hard  Line  oo  Welfare.'  Boston  Globe.  Januaiy  14. 1995.  p.  6. 
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demanding  obligations  such  as  work  from  the  able-bodied  in  return  for  aid.  This  ideal  has  animated 
most  welfare  reform  thinking  for  the  last  decade.^ 

Traditional  liberal  ideas  of  welfare  refonn  gave  the  needy  more  benefits  without  expecting  good 
behavior  from  them.  The  current  Republican  pioposals  would  deny  aid  to  some  people  now  covered. 
The  first  course  offends  the  demanding  side  of  the  public  mind,  the  second  the  generous  side.  The 
attraction  of  work  tests  is  that  they  promote  employment  without  compromising  the  principle  of  aid. 
When  welfare  is  refonned  this  way— and  only  this  way— both  sides  of  the  public  mind  are  content. 

But  can  welfare  employments  programs  actually  cause  people  to  work?  The  usual  view  is  that 
they  have  only  marginal  effects.  Evaluations  show  that  they  raise  the  employment  and  earnings  of 
their  clients  by  from  1 1  to  43  percent  compared  to  equivalent  recipients  not  in  the  program,  but  only 
small  reductions  in  dependency  result^  Liberals  conclude  that  there  is  little  point  in  making  recipients 
work.  Some  conservatives  coodude  that  the  effect  of  work  requirements  is  only  symbolic,  that 
govenmient  must  do  something  more  drastic— such  as  ending  welfare  or  putting  poor  children  in 
institutions— if  it  is  to  turn  around  the  wave  of  illegitimacy  and  crime  engulfmg  poor  families.^ 

I  think  the  effect  of  work  programs  has  been  urKkrestimated.  I  recently  analyzed  the 
determinants  of  the  growth  in  state  AFDC  casdoads  between  1989  and  1993.  Much  of  that  growth 
was  driven  by  rising  unwed  births  and  the  economic  recession  of  those  years.  The  same  period, 
however,  saw  the  implementation  of  the  Job  Oppcrtimities  and  Basic  Skills  Training  Program,  or 
JOBS,  the  welfare  work  {xogram  mandated  by  tfw  Family  Support  Act  (FSA)  of  1988.  JOBS  was  a 
major  force  restraining  casdoad  growth  in  the  stales  that  implemented  it  firmly.  According  to  my 
estimate,  AFDC  growth  in  the  average  state  over  1989-93  was  reduced  by: 

•  Almost  a  percentage  point  for  every  percoit  of  welfare  adults  that  a  state  had  active  in  the 
JOBS  program  in  1991. 

•  Almost  another  point  for  every  percent  by  which  that  active  share  rose  during  1991-3. 

•  Two-fifths  of  a  point  for  every  percent  of  welfare  adults  that  a  state  found  to  be  employable 
and  hence  mandatory  for  JOBS. 

A  tough  JOBS  program  appears  to  be  one  reason  why  Wisconsin  has  reduced  its  welfare  rolls,  despite 
generous  welfare  benefits.^    Very  likely.  JOBS  has  op«ated  to  restrain  welfare  growth  nationwide. 


^  Lawreooe  M.  Mead.  Bevood  EnMtement  The  Sodal  Obli^om  of  adzenahip  (New  York:  Free  Press.  1986). 

^JudiaM.Goeron«>JEdw«dPMiv.  with  CMMnDM-Loofv.  From  Welfare  to  WoA  (New  York:  Russell  Sape 
Foundatioa.  1991).  pp.  26-30. 

^  James  Q.  WDsoo.  "WhatToDo  AbootOame.*  rnmmrrtmy,  September  1994.  pp.  25-34.;  Charies  Munay. 
"What  To  I>>  Abom  Welfare,*  Cgsogaa,  I>cember  1994.  pp.  33-4;  Mynn  Magnet,  T^ttliiig  Childreo  Fin 
Direcdoo  for  Welfare  Refonn.*  CitvJoonial4.  do.  3  (Sommer  199^:  47-53. 

^  Lawrence  M  Mead.  11b  New  Ptfemaliim  in  ActtaKWcUareRefaon  in  Wisconsin' )MUwaukee:  Wiscoosia 
PoUcy  Reaearefa  ImdlDle.  Imnary  1995). 
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Work  programs  also  have  positive  effects  at  the  level  of  the  individual.  It  is  good  for  the 
development  of  low-income  children  if  their  mothers  work,  notwithstanding  the  loss  of  childrearing 
time,8  and  JOBS  causes  more  welfare  mothers  to  work.  Welfare  requirements  like  JOBS  have  even 
been  shown  to  reduce  unwed  childbearing,'  the  very  problem  that  critics  of  work  policies  emphasize. 

Also,  the  evaluations  of  work  programs  ask  mainly  how  much  economic  gain  they  produce.  The 
public  wants  welfare  adults  to  work  mainly  to  affirm  the  moral  value  of  effort,  whether  or  not  there  are 
economic  gains.  From  this  viewpoint,  the  main  gosd  of  reform  is  simply  to  raise  the  level  of  activity 
among  the  adults~the  share  that  are  working,  looking  for  work,  or  preparing  for  work  in  some  way. 
This  the  programs  achieve.  When  experimental  work  programs  of  the  198C)s  were  evaluated,  and 
recipients  subject  to  them  were  found  to  be  working,  looking  for  work,  or  engaged  in  education  or 
training  at  at  least  twice  the  rate  of  equivalent  clients  subject  to  eariier  programs.  i°    Under  FSA,  the 
share  of  recipients  active  in  JOBS  is  supposed  to  be  20  percent  on  a  monthly  basis  in  1995,  a  level  that 
sounds  low  but  is  a  vast  increase  over  earlier  policy. ''   The  gain  in  sheer  activity  would  be  invaluable 
even  if  there  were  no  impacts  on  employment  or  dependency  at  all. 

HIGH-PERFOI^MING  WORK  PROGRAMS 

However,  to  maximize  such  effects,  research  suggests,  welfare  employment  programs  must 
emphasize: 

•  High  participation.  As  many  of  the  employable  as  possible  must  participate  actively  in  the 
program,  not  simply  sign  up. 

•  Actual  work  or  looking  for  work,  as  against  education  or  training  in  advance  of 
employment 

•  Tight  administration,  with  expectations  made  clear  to  clients  when  they  enter  the  program 
and  a  willingness  to  sanction  those  who  drop  out  '2 

In  a  recent  study  of  JOBS  in  Wisconsin  in  1993. 1  found  that  the  highest-performing  counties  were 
those  that: 

•  Minimized  the  delay  between  a  client  going  on  welfare  and  being  referred  to  JOBS. 

•  Enrolled  high  proportions  of  recipients  referred  to  JOBS,  not  allowing  them  to  drop  out 


^  Deborah  Lowe  Vandell  and  Jaoald  Ramanan.  "Effects  of  Eariy  and  Recent  Maternal  Employment  on  Children 
from  Low-Income  Families."  Child  Development  63  (1992):  938^9. 

'  Robert  D.  Plotnick.  "Welfare  and  Out-of- Wedlock  Childbeanng:  Evidence  from  the  1980s."  Journal  of  Marriage 
and  the  Famjlv  52  (August  1990):  735-46. 

10  Lawrence  M.  Mead.  The  New  Politics  of  Poverty:  The  Nonworidne  Poor  in  America  (New  York:  Basic  Books. 
1992).  pp.  167-8. 

11  Ibid.  p.  177. 

■2  Lawrence  M.  Mead,  "Should  Wcrkfare  Be  Mandatcty?  What  Research  Says."  Journal  of  Polj^y  ^nalv«<  and 
[^«n«pwTient  9.  no.  3  (Summer  1990):  400-4;  idem.  The  Potential  for  Worit  Enforcemenl:  A  Study  of  WIN."  Journal  of 
Mi'H'  AlF'T^if  llrf  M^rygg™"'  7.  no.  2  (Winter  1988):  264-88. 
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•  Placed  high  proportiofis  of  participants  in  motivational  training  and  job  search. 

•  Downplayed  education  and  training  in  advance  or  work. 

•  Enforced  these  rules  with  case  managers  who  followed  up  on  clients  closely. 

•  Minimized  the  use  of  government  jobs. 

In  Kenosha  County,  the  most  exemplary  program  in  the  state,  over  a  third  of  the  caseload  is  already 
working  while  still  on  welfare,  and  participants  were  not  normally  allowed  to  undertake  education  or 
training  except  while  working  part-time.  Yet  because  of  its  high  enrollment,  the  program  still  has 
more  clients  in  remediation  than  lower-performing  counties. 

In  Wisconsin,  among  counties  I  visited,  the  high  performers  in  job  entries  also  did  well  on  job 
quality.  This  is  because  for  the  disadvantaged,  simply  working  at  available  jobs  is  usually  worth  more 
in  getting  a  better  job  than  education  or  training.  Most  welfare  recipients  have  done  too  poorly  in 
school  to  improve  their  skills  much  in  the  classroom.  Employers  are  more  likely  to  impressed  with  a 
steady  work  history,  even  if  it  is  in  low-paying  positions.  There  is  also  some  reason  to  think  that 
people  profit  more  from  training  after  they  are  working  than  before—because  they  see  the  skills  they 
need  to  move  ahead.  Kenosha  successfully  combines  work  and  remediation  by  demanding  that  clients 
seek  work  up  front,  then  allowing  them  to  study  or  train  once  they  were  working  part-time.  ^3 

Most  analysts  say  that  JOBS  must  choose  between  placing  many  people  in  available  jobs  and 
training  them  for  better  ones.    The  first  course  gets  people  working,  but  only  the  second  can  get  them 
permanently  off  welfare.  ^^  It  is  titie  that  programs  that  place  more  clients  in  jobs  achieve  marginally 
worse  rates  of  pay  and  retention  in  these  jobs  than  programs  that  do  not  stress  work,  but  the  effects  are 
weak  alongside  the  power  of  work  demands  to  generate  sheer  numbers  of  job  entries.  Work-oriented 
Kenosha  achieves  both  job  quantity  and  quality,  but  programs  that  aim  at  'better"  jobs  have  no 
comparable  power  to  achieve  job  entries.  In  California,  work-oriented  Riverside  outperforms  by  most 
measures  Alameda  and  Los  Angeles,  which  have  spent  more  on  education  and  training,  i^ 

The  main  point  of  work  programs  is  to  make  welfare  less  permissive,  but  it  also  clear  that  such 
programs  save  money.  It  is  said  that  welfare  reform  must  cost  more  than  welf2Lre  does  now.  But  this 
is  true  only  if,  as  in  the  Clinton  reform  plan,  one  speitds  unnecessary  simis  on  public  jobs,  training,  or 
child  care.  Efficient  programs  such  as  Riverside  stress  placement  in  available  jobs  with  a  minimum  of 
extras.  They  save  vast  sums  of  money  or  mvUcu  performing  better  than  skills-oriented  programs. 


^3  Mead.  "Pottolul  for Woric  Caforecjiienl.'«dMaMl.'T4ew  Ruenulian  in  ActioD.* 
14  Gueroo  and  Pmly.  From  Welfare  to  Wodc. 

1^  Jamea  Riccio.  Dmid  FneJander.  id  Slephen  IteaJnuuL  GAIN:  BcoefiB.  Co«0.  and  Three- Year  Impacts  of  a 
Welfare-lo- Woric  Prognm  (New  YoA  M«noi»erDtiiiMMliMiop  RcMarefa  Corooratiop.  September  19941 
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IMPROVING  WORK  PROGRAMS 

In  JOBS,  regulations  demand  that  clients  be  assigned  activities  at  least  half-time  and  attend  75 
percent  of  their  assigned  hours  to  be  counted  as  participants.  That  level  of  effort  seems  practicable. 
However,  for  purposes  of  calculating  state  participation  rates,  the  base  is  only  the  employable  adults, 
who  are  44  percent  of  all  welfare  adults,  and  a  state  may  include  recipients  participating  less  than  20 
hours  provided  the  average  is  20.  By  the  official  measure,  the  average  state  participation  rate  was  23 
percent  in  1993,  but  the  average  rate  of  all  welfare  adults  meeting  the  official  participation  standard 
was  only  10  percent.'*  The  standard  for  state  participation  is  too  low.  FSA  mandates  20  percent  on  a 
monthly  basis  in  1995,  which  is  well  below  the  potential  of  JOBS.  While  the  average  state 
participation  rate  was  23  percent  in  1993,  Kenosha  achieved  50  percent  as  early  as  1990.  •'' 

The  form  of  participation  is  also  undemanding.  FSA  stipulates  that  recipients  be  assessed  for 
employability  prior  to  looking  for  work,  does  not  mandate  up-front  job  search,  and  creates 
presumptions  that  welfare  mothers  under  20  who  have  not  completed  high  school  will  be  put  in 
educational  activities  in  preference  to  work,  even  if  they  have  dropped  out  of  school.  Partly  for  these 
reasons,  JOBS  programs  in  some  states  has  diverted  many  recipients  into  remediation  before  they  ever 
sought  work  and  has  spent  massively  on  education  and  training  with  little  to  show  for  it 

The  Clinton  proposal  would  raise  the  participation  floor  in  JOBS  to  50  percent  using  the  existing 
participation  measure,  much  its  most  constructive  provision.  However,  it  seeks  mainly  to  limit  the 
time  recipients  can  draw  aid  without  working  to  two  years.  What  if  anything  the  recipients  would 
have  to  do  before  two  years  is  left  largely  to  states,  so  the  coimection  of  work  and  welfare  remains 
loose.  The  Clinton  plan  says  that  the  "job-ready"  must  look  for  work  up  front,  but  who  is  job-ready  is 
left  to  the  states  The  big  cities  could  go  on  allowing  vast  numbers  to  pursue  higher  credentials,  usually 
to  little  good,  in  place  of  working.  The  plan  also  exempts  recipients  bom  before  1972.  Despite  tough 
rhetoric  about  'ending  welfare  as  we  know  it,'  Clinton  would  not  change  the  aid  by  entitiement  that 
most  recipients  now  enjoy. 

The  Republican  Personal  Responsibility  Act  demands  more  actual  work,  but  it  does  not  do  so  in 
the  most  effective  way.  It  would  effectively  disestabUsh  the  JOBS  program,  which,  with  all  its 
limitations,  is  still  the  best  work  program  welfare  has  had.  States  would  be  required  to  have  some  sort 
of  welfare  employment  program,  but  no  standards  would  be  set  for  it  The  main  reliance  for  enforcing 
work  is  instead  placed  on  a  separate  mandatory  work  program,  which  would  require  its  participants  to 
work  in  the  private  sector  or  in  some  form  of  government  or  subsidized  employment  But  even  as  it  is, 
JOBS  has  put  considerable  pressure  on  big-city  welfare  departments  to  get  serious  about  employment 


16  rriUrn\^trA  from  JOBS  perfonnance  data  for  1993  from  the  U.S.  Depsument  of  Health  and  Human  Services. 
Admimstralioa  for  Children  and  Families,  Oflice  of  Family  Assisiaace. 

n  Michael  Wiseman,  "Sample  Family  Support  Act  Job  Opportunity  and  Basic  Skills  Training  (JOBS) 
Paiticipatiao  Data  (Revised)*  (Madisoo:  Univentty  of  Wisconsin-Madisoo,  La  FbUette  Institute  of  Public  AfTain, 
November  24, 1991). 
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Above  all,  reform  should  keep  that  pressure  on,  not  shift  to  some  new  stnicture  that  would  disrupt  the 
implementation  process. 

The  p>articipation  rate  of  50  percent  demanded  by  2003  is  defined  on  a  basis  of  all  welfare  adults, 
not  just  the  "employable,"  an  improvement  But  only  actual  work  counts  as  particifation,  not  other 
activities.  And  participation  requires  35  hours  of  efTort  a  week,  not  the  current  20  hours.  Fifty  percent 
particip>ation  is  probably  too  tough  for  states  unless  nonwork  activities  are  allowed  to  count,  and  35 
hours  is  too  tough  for  welfare  mothers.  Some  compromise  must  be  made  with  their  family 
responsibilities.  Such  requirements  would  probably  be  evaded.  To  transform  welfare,  it  is  vastly  more 
vital  to  raise  the  share  of  recipients  who  face  some  requirement  than  to  get  full-time  work  out  of  a  few. 

Both  the  Clinton  and  Republican  plans  focus  too  much  on  time-limiting  aid,  either  absolutely  or 
aid  without  work.  I  doubt  it  is  possible  literally  to  limit  aid  to  some  length  of  time.  Inherently,  single 
mothers  must  have  difficulty  supporting  themselves.  A  majority  of  welfare  mothers  could  probably 
get  off  welfare  if  they  worked  full-time, '^  but  that  is  more  than  govenunent  can  expect.  If  one  insists 
on  ending  welfare  after  some  interval,  one  will  inevitably  have  to  provide  aid  in  some  other  form. 

The  goal  should  be,  not  to  limit  aid  in  time,  but  to  change  its  nature,  so  that  the  employable 
reliably  had  to  work  at  least  part-time  in  return  for  their  support  Simply  require  that  recipients  work 
or  look  for  work  as  soon  as  they  go  on  welfare.  Those  who  claimed  not  to  be  employable  would  have 
to  demonstrate  incapacity  and  thus  leaving  AFDC  for  the  disability  programs.  Faced  with  such 
demands,  a  great  many  recipients  probably  would  work  enough  to  leave  welfare,  but  just  as  important, 
welfare  for  the  rest  would  become  less  passive. 

Both  plans  seek  to  enforce  a  time  limit  by  guaranteeing  work,  but  a  guarantee  is  impracticable. 
The  Clinton  plan  can  do  so  only  by  exempting  much  of  the  caseload  and  providing  government  jobs  to 
the  rest,  at  great  expense.  The  Republican  work  program  would  not  be  limited  to  public  jobs,  but 
states  would  still  have  to  guarantee  work  to  recipients  for  a  year  if  eligibility  were  time-limited  before 
five  years.  The  difficulty  of  doing  that  would  make  it  tough  to  enforce  work  on  welfare  as  the  public 
wants.  Better  to  require  the  employable,  not  literally  to  work,  but  to  work  or  look  for  work,  both  of 
which  involve  serious  demands.  This  way,  employment  is  not  strictly  required,  but  neither  must  it  be 
guaranteed,  and  the  pitfalls  of  large-scale  government  jobs  are  avoided.  No  doubt,  it  would  be  difficult 
to  send  large  numbers  of  recipients  out  looking  for  jobs  and  monitor  their  compliance,  but  I  judge  from 
talking  to  JOBS  staff,  that  this  is  easio'  than  running  a  vast  public  Jobs  network. 


'^  duties  Midnlopoiilot  and  Iiwin  Garfinkd,  "Redodiig  (be  Welfare  Depeadeace  and  Poveny  of  Single 
Molben  By  Vfeans  of  Eaninp  and  Omld  Soppot  Withfid  Thinking  and  Realistic  Possibility'  (Madison:  University  of 
Wiscmsin.  Institiitr  for  Reseatdi  oa  Povcny,  August  1989). 
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IMPROVEMENTS  IN  JOBS 

I  would  make  the  following  changes  in  JOBS,  and  to  achieve  these  should  be  the  main  goals  of 
the  current  round  of  reform.  For  state  programs  I  would: 

•  Reduce  the  time  permitted  between  initial  receipt  of  welfare  and  the  referral  of  adults  to 
JOBS  to  no  more  than  a  month. 

•  Eliminate  up-front  assessment  and  replace  it  with  mandatory  up-front  job  search  for  all 
adult  recipients  other  than  teen  mothers  still  in  school.  Those  failing  to  find  work  might 
eventually  be  assessed,  but  they  would  have  to  keep  looking  for  work. 

•  Change  the  participation  measure  tQ  the  percent  of  all  welfare  adults  active  in  JOBS  and 
raise  the  general  participation  floor  to  50  percent,  with  several  years  of  phase-in,  but  allow 
remediation  activities  as  well  as  actual  work  or  work  search  to  count  as  participation. 

•  Set  a  parallel  requirement  that  33  percent  of  recipients  be  working  in  a  given  month  at  least 
half-time,  in  either  public  or  private  jobs,  again  with  several  years  of  phase-in. 

•  Develop  other  performance  measures  for  the  quantity  and  quality  of  the  jobs  achieved 
through  JOBS.,  to  create  incentives  for  states  to  get  recipients  entirely  off  welfare. 

For  recipients,  I  would: 

•  Require  that  they  work  or  look  for  work  half-time  for  as  long  as  they  are  on  welfare.  The 
only  alternative  for  those  seeking  aid  would  be  to  establish  eligibility  for  disability. 

•  Impose  this  requirement  as  soon  as  mothers  went  on  welfare  in  most  cases.  I  would  allow  a 
grace  period  of  six  months  for  mothers  who  were  widowed,  divorced,  or  separated,  but  not 
unwed  mothers.  Mothers  with  children  under  I  would  face  a  community  service 
requirement  less  demanding  than  actual  work,  but  it  would  still  be  half-time. 

•  Allow  education  or  training  for  better  jobs,  but  only  for  those  working  at  least  half-time. 

•  Strengthen  the  sanction  for  noncompliance  with  JOBS  to  the  termination  of  the  entire 
welfare  grant,  as  for  other  welfare  offenses,  not  just  the  offender's  share  of  the  grant 

A  REPUBUCAN  WELFARE  POUCY 

I  am  uncomfortable  with  dismantling  national  standards  for  welfare  to  the  extent  House 
Republicans  propose.  I  do  not  see  a  mandate  in  the  recent  election  to  do  this.  The  voters  asked  to 
make  government  more  responsive  and  more  functional,  not  to  devolve  it  to  the  local  level.  To 
improve  welfare,  I  believe,  requires  changing  the  federal  role,  not  abandoning  it 

The  devolution  of  welfare  would  not  serve  conservative  values  as  much  as  some  Republicans 
think.  Permissive  versions  of  welfare  are  entrenched  in  a  number  of  states  and  cities,  most  notably 
New  York.  To  eliminate  national  standards,  even  to  curb  funding,  would  not  end  this  liberal  welfare, 
but  perpetuate  it,  albeit  with  less  federal  support  Perhaps  remaking  welfare  locally  is  the 
responsibility  of  states,  but  the  voters  have  failed  to  achieve  that  in  New  York,  due  to  liberal  lobby 
groups,  an  impacted  bureaucracy,  and  the  influence  of  liberal  politicians  entrenched  in  the 
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legislature. "  To  Judged  from  opinion  studies,  Albany  continues  to  fund  welfare  policies  that  are 
probably  more  lavish  and  certainly  more  permissive  than  New  Yorkers  want^  I  doubt  even  the 
election  of  a  Republican  governor  can  change  this.  Much  the  same  appears  to  be  true  in  California, 
Massachusetts,  and  other  ad'fluent  states. 

To  change  welfare,  ordinary  New  Yorkers  need  help  from  Washington—the  sort  of  tough  new 
standards  I  have  recommended.  Republicans  are  too  used  to  thinking  that  federal  domestic  policies 
must  inevitably  be  liberal.  The  GOP  has  held  the  White  House  for  most  of  the  last  generation,  and  has 
achieved  growing  jxjwer  in  Congress.  While  the  whole  government  has  not  yet  fallen  into  Republican 
hands,  it  is  twenty  five  years  since  federal  social  policy  was  unambiguously  liberal.  Many  Democrats 
are  starting  to  think  that,  as  national  policies  have  turned  to  the  right,  their  best  chance  of  preserving  a 
liberal  social  policy  may  now  be  at  the  state  and  local  level. 

The  nation  may  be  returning  to  the  situation  at  the  begiiming  of  the  century,  when  Republicans 
also  ruled  Washington  and  the  Progressive  movement  worked  to  expand  social  programs  mainly  in 
states  and  cities.  The  welfare  state  expanded  from  the  local  level  to  the  nation  only  when  Democrats 
took  over  Washington  in  1932.  Now  that  Republicans  again  hold  national  power,  they  should  use  it  to 
chasten  the  overblown  welfare  systems  that  still  exist  in  liberal  states-not  to  take  the  heat  off  by 
getting  rid  of  national  welfare  policy. 

Our  current  entitlement  welfare  is  the  product  of  the  welfare  rights  movement  of  the  1960s, 
which  opposed  the  highly  discretionary  welfare  that  existed  before  that  time.  Welfare  advocates  could 
make  the  case  that  conservative  states,  especially  in  the  South,  allowed  social  workers  to  decide  for 
themselves  what  a  single  mother  had  to  do  to  get  aid,  without  a  clear  warrant  from  the  public.  That 
movement  has  been  in  retreat  fc*  twenty  years.  If  anything  could  refire  it,  it  would  be  the 
abandonment  of  national  welfare  standards,  leading  to  a  renewed  perception  that  localities  were 
treating  the  needy  invidiously,  without  a  mandate  from  the  people. 

In  practical  ways,  much  of  the  im(dementation  of  a  national  welfare  policy  can  be  devolved  to 
localities,  and  to  nonprofit  and  ev«i  proprietary  as  well  as  government  agencies.  To  do  that  is  part  of 
what  "reinventing  goverament'  requires.^i  It  is  the  standards,  not  the  administration,  of  welfare  that 
must  be  natiooal.  It  is  by  changing  these  rtiles.  above  all.  that  Washington  can  turn  welfare  into  a 
work  program,  which  is  what  Americans  want 

E)ecisioas  about  who  is  eligible  for  aid  and  what  they  must  do  for  it  are  not  obscure  matteis 
beneath  the  notice  of  Washington,  like  where  to  put  a  post  ofllce  or  how  much  to  spend  on  local 


19?  j»w«re  M  MmH  -Kicfciny  New  YoA-i  DqiaMlBicy  H«hiL'  Qtv  Journal,  vol.  1.  DO.  4  (Summer  1991):  41- 
9. 

»  RidMirf  J  Bdm  and  I>»itl«tKfaiaio.Empnc  Sate  Survey:  New  Yoritfwnnihgt  Jmit3  erf  W 
Yoric  Empire  FoandMiaa  and  LdMmao  ImtitDie.  1994). 

21  n«vWI  R-  Oihome  mmI  Ted  G^bta.  Remveniiiiy  Goverament:  How  die  Entreofeneurial  Spirit  is  Tranafofniing 
the  PnbUc  Sector  (Rwliag.  MAj  Adduoo-Wedey.  1992). 
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schools.  They  express  part  of  what  one  gets  and  gives  by  being  an  American.  They  amount  to  an 
operational  definition  of  citizenship.  Requirements  like  work  tests  enforce  the  common  obligations 
that,  as  much  as  common  rights,  constitute  what  Americans  understand  as  equality .22    Decisions  about 
such  norms  must  be  national.  Americans,  to  judge  from  polls,  want  to  help  the  needy  wherever  they 
live,  not  only  in  their  own  communities.  In  return,  they  want  these  needy  to  adhere  to  common 
civilities,  such  as  work,  wherever  they  live.  Americans  must  have  a  practical  and  a  moral  objection  to 
the  fact  that  a  million  people  subsist  on  welfare  in  New  York  City,  even  if  they  do  not  live  there.  To 
express  this  sort  of  popular  will,  a  national  welfare  policy  is  indispensable. 

The  stakes  are  ultimately  spiritual.  The  religious  traditions  of  Americans,  though  diverse  as  to 
creed,  agree  that  the  individual  is  a  child  of  God.  From  that  follows  immeasurable  dignities  and 
responsibilities,  even  beyond  those  of  citizenship.  Americans  are  called  by  their  Creator  to  live  out 
meaningful  lives,  obeying  timeless  principles  and  fulfilling  their  personal  destinies.  Welfare  policy 
cannot  express  ultimate  beliefs,  but  it  must  embody  an  image  of  the  individual  that  is  at  least 
consistent  with  this  heritage.  It  must  honor  the  person..'^  Not  to  expect  people  to  function  in  minimal 
ways  in  return  for  support  is  deeply  to  dishonor  them.  The  nation  can  express  such  convictions  only 
if  a  national  welfare  policy  endures. 

A  division  lies  at  the  heart  of  conservatism.  Does  one  question  government,  or  use  it  for 
conservative  ends?  Traditionally,  Republicans  have  opposed  federal  power,  seeking  to  free  society 
and  the  economy  from  unjustified  constraints.  As  long  as  the  national  government  was  liberal,  to  do 
this  was  only  prudent  But  now  that  liberalism  is  in  retreat,  antigovemment  conservatism  squanders 
an  opportunity.  The  leading  challenge  of  America  today  no  longer  is  to  preserve  the  free  economy, 
crucial  though  that  is.  Rather,  it  is  to  defend  order  against  the  social  problems  linked  to  the  seriously 
poor-crime,  school  failure,  drug  addiction,  as  well  as  dependency.  Ordinary  Americans  want  values 
such  as  the  work  ethic  and  law-abidingness  upheld  by  public  as  well  as  private  authorities.  When  they 
say  they  want  government  to  work  better,  this  above  ail  is  what  they  mean. 

Accordingly,  it  is  time  for  Republicans  to  claim  the  other  half  of  their  tradition-to  use  national 
power  as  appropriate  to  uphold  social  values.  In  doing  this,  they  follow  the  great  governmental 
conservatives  in  their  own  past-Alexander  Hamilton,  Abraham  Lincoln,  Theodore  Roosevelt  Even 
Ronald  Reagan  used  government  as  well  as  curbing  its  pretensions.  It  was  Reagan,  and  after  him 
George  Bush,  who  are  chiefly  responsible  for  the  welfare  employment  programs  we  have  today,  which 
still  afford  our  best  hope  of  transforming  welfare.  The  way  forward  in  welfare  is  to  continue  that 
reform  tradition,  and  not  to  abandon  it 


22  Mead.  Bevond  Entidemcnt .  chs.  10-11. 

23  Welfare  Responsibility  Project.  A  New  Vision  for  Welfare  Refonn  (Washington.  DC:  Center  for  PubUc  Justice. 
199*). 
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Health,  Edncation  and  Human  Services  Division 


B-261410 
June  28,  1995 


The  Honorable  William  V.  Roth,  Jr. 
Chairman,  Committee  on  Governmental  Affairs 
United  States  Senate 

Dear  Mr.  Chairman: 

This  letter  responds  to  your  April  13,  1995  request  that  we 
elaborate  on  and  clarify  information  presented  in  our 
testimony  before  the  Senate  Committee  on  Governmental 
Affairs  on  January  25,  1995.'  The  testimony  provided 
information  on  the  incomes  and  relative  poverty  status  of 
families  receiving  Aid  to  Families  With  Dependent  Children 
(AFE>C)  and  a  comparison  of  these  feunilies'  incomes  with 
those  of  working  poor  families  not  receiving  AFDC. 

On  the  basis  of  subsequent  discussions  with  your  staff, 
this  letter  provides  information  on  (1)  the  programs  that 
constitute  the  nation's  welfare  system;  (2)  AFDC  families' 
participation  in  multiple  welfare  progrcuns;  (3)  the  maximum 
potential  benefit  package  from  AFDC,  food  steunps,  housing 
assistance,  and  Medicaid;  and  (4)  the  reasons  why  our 
estimate  of  AFDC  feunilies'  median  income  was  lower  than  the 
average  benefit  levels  cited  by  administration  officials 
for  AFDC,  food  stamps,  and  housing.  This  letter  also 
summarizes  the  results  of  our  analysis  of  low-income 
families'  relative  poverty  status. 

BACKGROUND 

Analyses  of  fcUDilies'  benefit  receipt — especially  when 
families  receive  multiple  benefits — can  be  done  in  several 
ways.   In  our  January  25  testimony,  we  provided  one  such 
analysis  of  low-income  families'  benefit  receipt  and 
incomes,  which  was  based  on  data  from  a  national  household 
survey,  the  Census  Bureau's  March  1994  Current  Population 
Survey  (CPS).  The  CPS  gathers  data  on  families'  incomes 


'Low-Income  Families;  Comparison  of  Incomes  of  AFDC 
Families  and  Working  Poor  Families  (GAO/T-HEHS-95-63,  Jan. 
25,  1995). 
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and  benefit  receipt.   We  analyzed  three-person,  female- 
headed  AFDC  families'  receipt  of  five  benef its--AFDC,  food 
stamps,  housing  assistance,  Medicaid,  and  school  lunches. 
We  compared  these  families'  median  monthly  income  with  the 
incomes  of  working  poor  families  not  receiving  AFDC. 

We  relied  on  the  CPS  database  for  our  analysis  because  it 
is  the  only  national  database  available  that  provides  cash 
equivalents  for  the  benefit  package  you  asked  us  to 
examine,  according  to  Census  Bureau  officials.   Moreover, 
using  household  survey  data  for  our  analysis  enabled  us  to 
use  a  consistent  methodology  in  comparing  AFDC  and  low- 
income  families'  incomes  and  is  similar  to  the  methodology 
we  used  in  our  1987  report  on  AFDC  families'  incomes  and 
relative  poverty  status,  prepared  at  your  request.^ 

In  subsequent  testimony  before  the  House  Committee  on 
Agriculture,  Subcommittee  on  Department  Operations, 
Nutrition,  and  Foreign  Agriculture,  we  provided  an  overview 
of  the  nearly  80  programs  that  constitute  the  welfare 
system.   We  are  providing  you  a  copy  of  this  testimony 
today  (Means-Tested  Programs;   An  Overview.  Problems,  and 
Issues  (GAO/T-HEHS-95-76,  Feb.  7,  1995).   We  recently 
issued  a  report  that  expanded  on  issues  presented  in  that 
testimony  and  updated  program  expenditure  data  to  fiscal 
year  1993.*   (See  enclosure  I  for  a  complete  list  of  the  80 
programs  and  their  expenditures  for  fiscal  year  1993.) 

In  our  February  7  testimony,  we  also  identified  welfare 
programs  for  which  AFDC  families  may  be  eligible.   However, 
we  did  not  specify  the  extent  to  which  AFDC  families 
actually  participate  in  each  of  these  programs  or  the 
dollar  value  of  the  benefits  derived  from  participating  in 
all  possible  programs  because  the  data  were  not  available 
to  enable  us  to  do  so. 


^The  CPS  provides  information  not  only  on  families'  earned 
incomes  and  cash  assistance  but  also  has  cash  equivalents 
for  Medicaid,  food  stamps,  housing  assistance,  and  school 
lunches .   The  Census  Bureau  calculates  cash  equivalents  for 
both  public  housing  and  Section  8  rental  assistance. 

^Welfare;   Income  and  Relative  Poverty  Status  of  AFDC 
Families  (GAO/HRD-88-9,  Nov.  4,  1987). 

^Welfare  Programs:   Opportunities  to  Consolidate  and 
Increase  Program  Efficiencies  {GAO/HEHS-95-139,  May  31, 
1995). 
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OVERVIEW  OF  FEDERAL  MEANS -TESTED  PROGRAMS 

Since  the  passage  of  the  Social  Security  Act  in  1935, 
nearly  80  programs  have  been  enacted  to  help  meet  the  needs 
of  low-income  individuals  and  families.   Taken  together, 
these  progrcuns  constitute  the  nation's  welfare  system  of 
means-tested  programs.^  Authorized  by  different 
congressional  committees  at  different  junctures,  these 
programs  v.'ere  created  to  help  meet  the  specific  needs  of 
various  groups  of  low- income  people.   The  numbers  of 
programs  in  this  system,  and  the  costs  Involved,  have 
raised  concerns,  however,  that  the  system  is  too  costly  and 
complex  and  should  be  overhauled.   In  fiscal  year  1993 
alone,  the  federal  government  spent  about  $223  billion  to 
assist  low-income  Americans  of  all  ages.   These 
expenditures  accounted  for  approximately  16  percent  of  the 
fiscal  year  1993  federal  budget. 

Many  of  these  progreuns  are  also  partially  funded  by  the 
states;  when  state  dollars  are  included,  the  total  amount 
of  spending  in  fiscal  year  1993  reached  $311  billion  for 
these  programs.   Federal  spending  for  these  programs  grew 
from  $80  billion  in  fiscal  year  1980;  in  inflation-adjusted 
dollars,  this  represents  a  58-percent  increase.   Table  1 
highlights  the  federal  spending  levels  in  some  of  the 
largest  programs  in  each  six  areas  of  need:   (1)  cash 
assistance;  (2)  medical  benefits;  (3)  food  and  nutrition; 
(4)  housing;  (5)  education  and  training;  and  (6)  other 
services,  such  as  child  care. 


^Means-tested  programs  are  restricted  to  individuals  or 
families  whose  income  falls  below  defined  levels  and  who 
meet  certain  other  eligibility  criteria  established  for 
each  program.   To  qualify  for  assistance,  applicants 
generally  must  show  proof  of  Income  and  other 
documentation,  which  administering  agencies  must  then 
verify. 
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Table  1;   Selected  Means-Tested  Programs,  by  Type  of 
Assistance 

Dollars  in  billions 


Typ*  of  asslstAncc/program 

Fiscal  yaar 
1993 

ai^andituras 

Ineoma  sx^port 

Aid  to  Families  With  Dependent  Children 

S13.8 

Supplemental  Security  Income 

21.8 

Earned  Incnirie  Credit 

10.9 

Madical  car* 

Medicaid 

75.0 

Medical  Care  for  Certain  Veterans 

8.3 

Food  and  nutrition 

Food  Stands 

23.7 

School  Lunch 

3.8 

Special  Supplemental  Food  Program  for 
Women,  Infants  and  Children 

2.9 

School  Breakfast 

0.9  I 

Bouaing 

Section  8  Housing  Assistance 

11.2  j 

Low-Rent  Public  Housing 

6.2 

Education  and  training 

Stafford  Loans  and  Pell  Grants 

11.6 

Job  Training  Partnership  Act 

3.5 

Head  Start 

2.8 

Job  Opportunities  and  Basic  Skills 
Training  Program 

0.7 

Othar  sarvioas 

Social  Services  Block  Grant 

2.8 

Child  Care  and  Development  Block  Grant 

0.9 

Child  Care — AFDC,  Transitional,  and 
At-Risk 

0.8 

Community  Services  Block  Grant 

0.4 
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Source:   Congressional  Research  Service;  the  Joint  Tax 
Committee;  and  the  Departments  of  Health  and  Human 
Services,  Education,  Agriculture  (USDA),  and  Housing  and 
Urban  Development  (HUD) . 


Although  the  nation's  welfare  system  consists  of  about  80 
means-tested  programs,  a  handful  of  programs  accounts  for 
most  of  the  federal  spending  them  programs  and  has  driven 
much  of  the  spending  growth.   The  five  largest  programs — 
Medicaid,  Food  Stamps,  AFDC,  Supplemental  Security  Income 
(SSI),  and  Section  8  Housing  Assistance--accounted  for  65 
percent  of  federal  spending  for  means-tested  programs  in 
fiscal  year  1993,  about  $145  billion.   Federal  spending  on 
these  programs  has  more  than  doubled  since  1980  in 
inflation-adjusted  dollars. 

Four  of  these  progreuns — Medicaid,  Food  Stamps,  SSI,  and 
AFDC--are  entitlement  progrfuns.   Entitlement  programs 
guarantee  assistance  to  individuals  or  families  as  long  as 
they  meet  the  income  and  eligibility  tests.   The  Section  8 
Housing  Assistance  program,  as  well  as  many  other  means- 
tested  progreuns,  is  a  nonentitlement  program  and,  as  such, 
does  not  guarantee  assistance  to  all  who  qualify  but 
provides  qualified  applicants  support  until  funds  are 
depleted. 

MANY  AFDC  FAMILIES  RECEIVE 
ASSISTANCE  FROM  MULTIPLE  PROGRAMS 

Low-income  families  are  likely  to  be  eligible  for  and 
participate  in  several  means-tested  programs,  depending  on 
the  programs'  specific  eligibility  criteria  and 
availability.   Feunilies  receiving  AFDC,  for  example,  are 
automatically  eligible  for  Medicaid;  most  also  qualify  for 
food  staunps.   Because  both  are  entitlement  progreuns,  every 
AFDC  feunily  that  qualifies  and  applies  will  receive 
benefits.   In  contrast,  housing  assistance  is  not  an 
entitlement  program,  and  its  availeJallity  is  limited.^ 

In  addition  to  these  four  major  assistance  progreuns,  an 
AFDC  feunily  may  be  eligible  for  several  other  progreuns  and 
services.   A  mother  receiving  AFDC,  for  example,  may 
volunteer,  or  in  some  instances  be  required,  to  attend 


^As  we  noted  in  our  January  25  testimony,  all  AFDC  families 
participate  in  Medicaid,  while  only  about  37  percent  of 
AFDC  feunilies  reported  receiving  housing  assistance  in 
1993. 
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Many  means -tested  programs  require  that  low-income  families 
meet  specific  eligibility  criteria  in  addition  to  income 
to  qualify.   Several  means-tested  education  and  training 
programs,  for  example,  are  designed  exclusively  for  migrant 
workers;  several  types  of  housing  assistance  are  directed 
at  rural  households.   Thus,  while  AFDC  families  could  be 
eligible  for  such  assistance,  many  would  not  qualify  on  the 
basis  of  these  additional  requirements.   Comprehensive  data 
are  not  available  on  the  extent  to  which  AFDC  families  are 
eligible  for  means -tested  programs  with  additional 
eligibility  criteria  or  the  extent  to  which  they  receive 
benefits  from  each  of  the  programs  for  which  they  are 
eligible.   Without  such  data,  we  cannot  place  a  dollar 
value  on  the  full  array  of  benefits  that  AFDC  families  may 
be  receiving. 

ALTERNATIVE  ANALYSIS  OF  LOW-INCOME  FAMILIES'  INCOMES 

The  analysis  of  low-income  families'  incomes  that  we 
presented  in  our  January  25  testimony  focused  on  the  most 
significant  of  the  means-tested  programs  available  to  AFDC 
families--AFDC,  food  stamps,  housing  assistance,  and 
Medicaid."  We  focused  on  these  benefits,  as  well  as  school 
lunches,  because  of  their  significance  and  because  cash 
equivalents  were  readily  available  through  the  CPS. 

In  our  analysis  of  AFDC  families'  incomes,  we  included  all 
female-headed,  three-person  AFDC  families.   As  a  result, 
our  analysis  of  AFDC  families'  median  incomes  included 
families  who  did  not  receive  all  five  types  of  benefits,  as 
well  as  those  who  did.   To  estimate  the  maximum  benefits 
families  may  receive,  we  reanalyzed  the  CPS  data,  this  time 
including  only  AFDC  families  who  received  all  five  types  of 
benefits.   Nearly  one-fourth  of  AFDC  families  reported 
receiving  such  benefits. 

In  addition,  on  the  basis  of  technical  clarifications  from 
Census  Bureau  officials  on  the  methodologies  they  used  to 
develop  cash  equivalents,  we  adjusted  upward  our  cash 
equivalent  calculations  for  housing  assistance  and 
Medicaid.   Attaching  a  dollar  value  to  Medicaid  benefits  is 
especially  complex  and  controversial.   For  that  reason,  we 
used  two  different  valuation  approaches  for  Medicaid — 


'We  did  not  include  SSI  in  our  analysis  because  AFDC 
recipients  are  not  eligible  for  SSI. 
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fungible"  and  market  value.'  The  Census  Bureau  has  adopted 
the  fungible  value  approach. 

To  measure  the  dollar  value  of  this  benefit  package,  we 
estimated  the  median  monthly  income  of  the  AFDC  families 
who  received  such  benefits.   The  median  monthly  income  for 
these  families  was  $903  when  Medicaid  was  valued  using  the 
fungible  valuation  approach;  the  median  monthly  income 
increased  to  $1,090  when  Medicaid  benefits  were  valued  at 
market.   As  stated  earlier,  the  estimates  presented  in  our 
testimony--$633  (fungible)  and  $767  (market) — represent  the 
median  incomes  of  all  families  receiving  AFDC,  whereas  our 
revised  estimates  include  only  those  families  who  received 
all  five  types  of  benefits.   All  income  amounts  represent 
medians;  individual  families  may  have  benefits  valued 
considerably  higher,  or  lower,  than  the  median.   For 
example,  about  5  percent  of  the  AFDC  families  who  received 
all  five  types  of  benefits  had  monthly  incomes  totaling  at 
least  $1,524. 

We  also  calculated  the  median  dollar  value  for  each 
individual  benefit  to  compare  our  estimates  with  the 
average  benefit  amounts  cited  in  your  letter.   Table  1 
shows  a  breakdown  of  the  median  incomes  from  each  of  the 
five  benefits. 


'The  fungible  value  approach  counts  Medicaid  benefits  as 
income  only  to  the  extent  that  they  free  up  resources  that 
could  have  been  spent  on  medical  care.   For  example,  if 
family  income  is  not  sufficient  for  the  family's  basic  food 
and  housing  requirements,  the  fungible  value  methodology 
treats  Medicaid  as  having  no  income  value. 

'The  market  value  is  calculated  by  dividing  actual 
expenditures  by  the  number  of  people  enrolled  in  a  given 
risk  class. 
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Table  1:   AFDC  Families' 
Assistance 


Median  Monthly  Income,  by  Type  of 


Type  of  assistance/ 
program 

Median  monthly  income 

AFDC 

$283 

Food  stamps 

175 

Housing 

213 

School  lunch 

52 

Medicaid  (market  value) 

$329 

Source:   March  CPS,  1994. 

COMPARISON  OF  MEDIAN  INCOMES  AND 
AVERAGE  BENEFIT  LEVELS 

The  median  incomes  in  table  1  are  lower  than  the  benefit 
amounts  that  administration  representatives  cited  for  AFDC, 
food  stamps,  and  housing  assistance.   As  cited  in  your 
correspondence,  these  benefit  levels  were  as  follows:   $370 
per  month  for  AFDC,  $300  per  month  for  food  stamps,  and 
$500  per  month  for  housing  assistance  for  a  family  of 
three.   We  have  identified  several  factors  to  help  explain 
why  the  incomes  estimated  using  the  CPS  were  lower  than 
those  obtained  using  administrative  program  data,  as  noted 
below. 

One  factor  is  that  the  benefit  level  cited  for  the  Food 
Stamp  Program — $300 — approximates  the  maximum  monthly 
potential  benefit  available  to  a  three-person  family  as  of 
January  1994,  assuming  the  family  has  no  countable  income. ^° 
AFDC  benefits  are  counted  as  income,  however,  to  determine 
food  stamp  benefit  levels.  Under  Food  Stamp  Program  rules, 
a  family's  food  stamp  benefit  is  reduced  by  $.30  for  each 
dollar  of  countable  cash  income;  certain  amounts  are 


'°The  maximum  food  stamp  benefit  for  a  three-person 
household  as  of  September  1994  was  $295  in  the  48 
contiguous  states  and  the  District  of  Columbia;  food  stamp 
maximum  benefits  are  higher  in  Alaska  and  Hawaii. 
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excluded  from  consideration  as  cash  Income.'^   A  family 
receiving  assistance  from  both  AFDC  and  the  Food  Stamp 
Program  may  thus  not  be  eligible  for  the  maximum  food  stamp 
benefit.   AFDC  households  that  also  received  food  stamps 
had  monthly  food  stamp  benefits  averaging  $232  In  1993, 
according  to  recently  published  USDA  data.^^ 

Other  factors  that  contributed  to  our  per  program  estimates 
being  lower  than  those  cited  by  administration  officials 
are  associated  with  the  data  source  we  used.   The  CPS  Is  an 
annual  household  survey;  as  a  result,  households  that 
reported  receiving  AFDC  or  other  benefits  at  some  time  the 
previous  year  may  not  have  been  receiving  such  assistance 
the  whole  year.   For  example,  about  30  percent  of  the  AFDC 
families  included  in  our  revised  analysis  did  not  receive 
AFDC  benefits  the  whole  year;  about  20  percent  of  AFDC 
families  received  food  stamps  for  less  than  the  whole  year. 
As  a  result,  these  households'  benefits,  as  recorded  on  the 
CPS,  are  lower  than  they  would  have  been  had  the  households 
received  benefits  the  whole  year.   In  addition,  the  CPS 
generally  relies  on  self-reported  data  from  households; 
research  Indicates  that  survey  respondents  generally 
underreport  Incomes  and  benefit  receipt. 

Moreover,  the  housing  assistance  amounts  in  the  CPS  for 
families  residing  In  public  housing  or  receiving  section  8 
rental  assistance  are  not  amounts  that  survey  respondents 
reported.   Rather,  Census  imputed  these  amounts  to 


''For  AFDC  households,  food  stamp  benefits  are  calculated  by 
deducting  from  the  family's  AFDC  benefit  the  maximum 
deductions  allowed  under  the  Food  Stamp  Program  for  a 
nonaged,  nondlsabled  family:  a  total  of  $338.   This 
consists  of  a  standard  deduction  of  $131,  given  in  all 
households,  plus  a  deduction  of  $207  for  excess  shelter 
costs. 

'^According  to  Food  Stamp  Program  administrative  data,  AFDC 
households  receiving  food  stamps  averaged  3.3  household 
members.   In  comparison,  three-person  food  stamp  households 
received  food  stamp  benefits  averaging  $215  per  month. 
(See  Characteristics  of  Food  Stamp  Households.  Summer  of 
1993.  U.S.  Department  of  Agriculture,  Food  and  Consumer 
Service,  Office  of  Analysis  and  Evaluation  (Washington, 
D.C.:   May  1995.) 
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individual  families  in  the  survey. '^   In  the  CPS  data  we 
used  for  our  analysis,  the  highest  possible  monthly  housing 
assistance  was  $336.   Thus,  the  housing  benefit  amounts  in 
the  CPS  do  not  reflect  housing  subsidies  actually  paid  by 
HUD  or  the  costs  of  public  housing. 

LOW- INCOME  FAMILIES' 
RELATIVE  POVERTY  STATUS 

Using  our  revised  analysis  of  AFDC  families'  incomes,  we 
compared  AFDC  families'  relative  poverty  status  with  that 
of  working  poor  families  not  receiving  AFDC.'^  We  found 
that  the  median  monthly  income  for  AFDC  families  receiving 
all  five  types  of  benefits  was  below  the  poverty  threshold 
of  $1,027  for  a  family  of  three  when  Medicaid  was  valued 
using  the  fungible  approach  ($903).   When  valued  at  market, 
Medicaid  benefits  increased  these  families'  median  incomes 
to  a  level  slightly  above  the  poverty  threshold  ($1,090). 

In  comparison,  working  poor  non-AFDC  families  had  a  median 
monthly  income  of  $905  (fungible)  or  $936  (market).'^  Thus, 
when  comparing  AFDC  and  working  poor  feunilies'  incomes,  the 
method  used  to  value  Medicaid  determines  both  whether  AFDC 
families'  median  income  is  above  or  below  the  poverty 
threshold,  as  well  as  whether  it  is  higher  than  or 
comparable  with  that  of  working  poor  families. 

Thus,  working  poor  families  had  median  monthly  incomes 
comparable  with — or  lower  than — AFDC  families,  depending  on 


'^The  characteristics  that  determine  the  housing  assistance 
income  amount  are  region  of  the  country,  annual  family 
income,  and  the  number  of  bedrooms  in  the  dwelling.   Under 
Census'  imputation  scheme,  there  are  four  regions  of  the 
country,  three  income  ranges,  and  three  bedroom  number 
categories. 

'"For  our  analysis,  we  defined  working  poor  as  non-AFDC 
female-headed  families  of  three,  in  which  the  family  head 
worked  full  time  for  a  whole  year  and  earned  up  to  1-1/4 
times  the  minimum  wage  or  $921  per  month. 

'""Working  poor  non-AFDC  feunilies  may  be  eligible  for  and 
receive  other  types  of  assistance,  including  food  stamps, 
housing  assistance,  and  Medicaid.   The  median  incomes  we 
cite  here  are  somewhat  higher  than  those  we  reported  in  our 
testimony--$819  (fungible)  and  $926  (market) — due  to  the 
adjustments  we  made  in  our  cash  equivalent  calculations  for 
housing  assistance  and  Medicaid. 
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the  method  used  to  value  Medicaid  benefits.   Moreover,  as 
we  noted  in  our  testimony,  working  poor  families  may  incur 
significant  work-related  costs,  such  as  paid  child  care. 
Working  poor  families  with  child  care  costs  spent  on 
average  $260  a  month,  according  to  a  Census  Bureau  survey. 
Deducting  such  costs  from  working  poor  families'  median 
monthly  income  would  increase  the  number  of  such  families 
that  are  financially  worse  off  than  some  AFDC  families. 


If  you  or  your  staff  have  any  questions  concerning  this 
letter,  please  contact  me  at  (202)  512-7215. 


Sincerely  yours. 


^f^i^rte^  ^.    h^ 


Jane  L.  Ross 

Director,  Income  Security  Issues 

Enclosure  -  1 
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ENCLOSURE  I 


ENCLOSURE  I 


ESTIMATED  EXPENDITURES  FOR  MEANS-TESTED  ASSISTANCE  PROGRAMS 
(Fiscal  Year  1993^ 


Table  1.1:    Summary  of  Welfare  Proarams  (Fiscal  Year  1993) 


" • ^ 

Estimated  expenditures                     1 
(in  millions)                         | 

Benefit  category 

Federal 

State 

Total 

Income  support 

$53^25 

$20356 

$73,681 

Medical  care 

86^93 

61,493 

147,786 

1  Food  and  nutrition 

33,185 

1,544 

34,729 

Housing 

22,757 

64 

22,821 

Education 

16,690 

632 

17;322 

Training 

4,733 

562 

5,295 

Services 

5,536 

3,866 

9,402 

Total 

$222^19 

SM^IT 

$311,036 
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ENCLOSURE    I 
Table  12:    Income  Support  Programs  (Fiscal  Year  1993) 


ENCLOSURE    I 


Estimated  expend 
(in  millions) 

tures 

Program 

Federal 

State 

Total 

Average 

monthly 

recipients 

(in  thousands) 

Aid  to  Families  With  Dependent  Children' 

$13,757 

$11,302 

$25,059 

14,144' 

Supplemental  Security  Income' 

21,801 

3,908 

25,709 

6,021' 

Earned  Income  Credit*' '' 

10,883 

• 

10,883 

14,004 

Pensions  for  Needy  Veterans,  Their  Dependents, 
and  Survivors' 

3,477 

0 

3,477 

896 

Foster  Care" 

2,524 

1,171 

3,695 

233 

General  Assistance  (nonmedical  care  component)' 

0 

3,350 

3,350 

1,168 

Adoption  Assistance^ 

272 

231 

503 

78 

Assistance  to  Refugees  and  Cuban/Haitian 
Entrants  (cash  components)*^ 

74 

0 

74 

26 

Emergency  Assistance' 

394 

394 

788 

165' 

Dependency  and  Indemnity  Compensation  and 
death  compensation  for  parents  of  veterans' 

60 

0 

60 

30 

General  Assistance  to  Indians' 

83 

0 

83 

56 

Total 

$53^25 

$20^56 

$73,681 

1 

"Congressional  Research  Service. 

'Children  and/or  parents. 

'Annual  number. 

''Data  are  from  the  Joint  Tax  Committee  and  refer  to  the  calendar  year  in  which  the  credit  was  received. 

Benefits  exclude  tax  expenditures  (reductions  in  taxes  owed),  which  totalled  $2.3  billion  in  1993. 
"Not  available. 

'Department  of  Health  and  Human  Services. 
'Families  or  households. 
'Because  of  overlap,  and  in  some  cases  because  of  mixture  of  monthly  and  annual  numbers  and  mixture  of 

dwelling  units,  loans,  grants,  children,  families,  and  households,  recipient  totals  are  not  shown. 
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ENCLOSURE    I 
Table  1.3:   Medical  Care  Programs  (Fiscal  Year  1993) 


ENCLOSURE    I 


Estimated  expenditures 
(in  millions) 

Program 

Federal 

State 

Total 

Average 

monthly 

recipients 

(in  thousands) 

Medicaid' 

$74,953 

$55,886 

$130,839 

33,432" 

Medical  Care  for  Veterans  Without  Service- 
Connected  Disability' 

8349 

0 

8,349 

601" 

General  Assistance  (medical  care  component)' 

0 

5,189 

5,189 

• 

Indian  Health  Services' 

1,525 

0 

1,525 

1,300" 

Maternal  and  Child  Health  Services  Block  Grant' 

558 

418 

976 

11,600 

Community  Health  Centers' 

559 

• 

559 

6,200" 

Title  X  Family  Planning  Services' 

173 

0 

173 

4,000" 

Migrant  Health  Centers' 

57 

• 

57 

550" 

Medical  Assistance  to  Refugees  and 
Cuban/Haitian  Entrants' 

119 

0 

119 

37 

Total 

$86^93 

S6M93 

$147,786 

f 

'Department  of  Health  and  Human  Services. 
"Annual  number. 
'Congressional  Research  Service. 
"Annual  number  of  episodes. 
*Not  available. 

'Because  of  overlap,  and  in  some  cases  because  of  mixture  of  monthly  and  annual  numbers  and  mixture  of 
dwelling  units,  loans,  grants,  children,  families,  and  households,  recipient  totals  are  not  shown. 
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ENCLOSURE    I 
Table  1.4:    Food  and  Nulnlion  Programs  (Fiscal  Year  1993) 


ENCLOSURE    I 


Estimated  expenditures 
(in  millions) 

Program 

Federal 

State 

Total 

Average  monthly 

recipients 

(in  thousands) 

Food  Stamps' 

$23,698 

$1,544 

$25,242 

26,983 

School  Lunch  Program  (free  and 
reduced-price  segmenls)" 

3,791 

b 

3,791 

4,800 

Special  Supplemental  Food  Program  for 
Women,  Infants,  and  Children' 

2,928 

b 

2,928 

5,921 

School  Breakfast  Program  (free  and 
reduced  price  segments)' 

877 

877 

4,844 

Child  and  Adult  Care  Food  Program' 

697 

697 

2,119 

Nutrition  Program  for  the  Elderly  (no 
income  test,  but  preferences  for  those 
with  greatest  economic  or  social  needs)' 

607 

607 

3,200" 

The  Emergency  Food  Assistance 
Program' 

207 

207 

7,759' 

Summer  Food  Service  Program  for 
Children" 

228 

228 

2,057 

Commodity  Supplemental  Food 
Program" 

82 

82 

371 

Food  Distribution  Program  on  Indian 
Reservations* 

68 

68 

116 

Special  Milk  Program  (free  segment)' 

2 

2 

61 

Total 

S33.18S 

$1^44 

$34,729 

f 

"Department  of  Agnculture. 
"^ot  available. 

'Congressional  Research  Service. 
''Annual  number. 
'Families  or  households. 

'Because  of  overlap,  and  in  some  cases  because  of  mixture  of  monthly  and  annual  numbers  and  mixture  of 
dwelling  units,  loans,  grants,  children,  families,  and  households,  recipient  totals  are  not  shown. 
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ENCLOSURE    I 
Table  1.5:    Housing  Proftrams 


ENCLOSURE    I 


Estimated  expenditures 
(in  millions) 

Program 

Federal 

State 

Total 

FamiUes  or  units 
during  the  year 
(in  thousands) 

1  Section  8  Low-Income  Housing  Assistance* 

SI1.1S8 

$0 

SII.I58 

2,812' 

Low-Rent  Public  Housing" 

6.180 

0 

6,180 

1,408' 

Low-Income  Home  Energy  Assistance' 

i;}46 

64 

1,410 

5,600 

Rural  Housing  Loans'* 

1,831 

0 

1,831 

31 

Section  236  Interest  Reduction  Payments* 

635 

0 

635 

510' 

Rural  Rental  Housing  Loans" 

574 

0 

574 

15 

Rural  Rental  Assistance" 

404 

0 

404 

34' 

Weatherization  Assistance" 

186 

0 

186 

107 

Section  101  Rent  Supplements' 

55 

0 

55 

19' 

Section  235  Homeownership  Assistance* 

62 

0 

62 

95' 

Farm  Labor  Housing  Loans  and  Grants" 

32 

0 

32 

I 

Rural  Housing  Repair  Loans  and  Grants" 

26 

0 

26 

6* 

Rural  Housing  Preservation  Grants" 

23 

0 

23 

6 

Indian  Housing  Improvement  Grants' 

20 

0 

20 

1' 

Rural  Self-Help  Technical  Assistance  Grants  and 
Site  Loans" 

19 

0 

19 

f 

Home  Investment  Partnerships* 

206 

f 

206 

r 

Total 

$22,757 

S64 

S22321 

t 

'Department  of  Housing  and  Urban  Development. 

'Units. 

'Congressional  Research  Service. 

"Department  of  Agriculture. 

*Loans  or  grants. 

'Not  available. 

'Because  of  overlap,  and  in  some  cases  because  of  mixture  of  monthly  and 

annual  numbers  and  mixture  of  dwelling  unite,  loans,  grante.  children,  families,  and  households,  recipient  totals 

are  not  shown. 
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ENCLOSURE    I 
Table  1.6:    Education  Proerams  (Fiscal  Year  1993) 


ENCI.OSURE    I 


1 

Estimated  expenditures 
(in  millions) 

Program 

Federal 

State 

Total 

Annual 
Number  of 
recipients 

(in 
thousands) 

Stafford  Loans* 

$5,825 

SO 

$5,825 

5,300 

Pell  Grants" 

5,788 

$0 

5,788 

3,808  1 

Head  Start" 

2.800 

560 

3,360 

714 

College  Work-Study  Program" 

617 

0 

617 

713 

Supplemental  Educational  Opportunity  Grants* 

583 

0 

583 

991 

Federal  TRIO  Programs" 

385 

0 

385 

648 

Chapter  1  Migrant  Education  Program" 

303 

0 

303 

402 

Perkins  Loans' 

181 

0 

181 

697 

State  Student  Incentive  Grant  Programs" 

72 

72 

144 

241 

Fellowships  for  Graduate  and  Professional 
Study" 

63 

0 

63 

6 

Health  Professions  Student  Loans  and 
Scholarships' 

49 

0 

49 

36 

Follow  Through" 

9 

0 

9 

« 

Migrant  High  School  Equivalency  Program" 

8 

0 

8 

3 

Ellender  Fellowships" 

4 

0 

4 

6 

College  Assistance  Migrant  Program" 

2 

0 

2 

0 

Child  Development  Associate  Scholarships" 

1 

0 

1 

f 

Total 

S16^90 

S632 

$17^22 

* 

'Department  of  Education. 
"Congressional  Research  Service. 
°Not  available. 

'Because  of  overlap,  and  in  some  cases  because  of  mixture  of  monthly  and  annual  numbers  and  mixture  of 
dwelling  units,  loans,  grants,  children,  families,  and  households,  recipient  totals  are  not  shown. 
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ENCLOSURE    I 
Table  1.7:   Training  Proarams  (Fiscal  Year  1993) 


ENCLOSURE    I 


1 

Estimated  expenditures 
(in  millions) 

Program 

Federal 

State 

Total 

Average 

monthly 

recipients 

(in  thousands) 

JTPA  (Training  Services  for  Disadvantaged  AdulU)* 

Sl.OlS 

SO 

$1,015 

358 

JTPA  (Training  Services  for  Disadvantaged  Youth)* 

677 

0 

677 

281 

JTPA  (Summer  Youth  Employment  and  Training 
Program)* 

849 

0 

849 

569 

JTPA  (Job  Corps)* 

966 

0 

966 

102 

Job  Opportunities  and  Basic   Skills  Training 
Program* 

735 

471 

U06 

542 

Senior  Community  Service  Employment  Program* 

396 

44 

440 

65 

Foster  Grandparents* 

65 

30 

95 

22 

Senior  Companions* 

30 

17 

47 

13 

ToUl 

$4,733 

S562 

$5^95 

t 

"Congressional  Research  Service. 

''Because  of  overlap,  and  in  some  cases  because  of  mixture  of  monthly  and  annual  numbers  and  mixture  of 
dwelling  units,  loans,  grants,  children,  families,  and  households,  recipient  totals  are  not  shown. 
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ENCLOSURE    I 
Table  1.8:    Services  (Fiscal  Year  1993) 


ENCLOSURE    I 


Estimated  expenditures 
(in  millions) 

Program 

Federal 

State 

Total 

Annual  number 
of  recipients 
(in  thousands) 

Social  Services  Block  Grant  (Title  XX)' 

$2,800 

$3^332 

$6,132 

b 

Child  Care  and  Development  Block  Grant* 

893 

" 

893 

b 

AFDC  and  Transitional  Child  Care* 

583 

420 

1003 

474' 

"At  Risk"  Child  Care" 

264 

114 

378 

219' 

Commimity  Services  Block  Grant' 

441 

0 

441 

b 

Legal  Services' 

357 

0 

357 

b 

Emergency  Food  and  Shelter  program' 

129 

0 

129 

b 

Social  Services  for  Refugees  and 
Cuban/Haitian  Entrants'* 

69 

0 

69 

114 

Total 

SS^36 

$3366 

$9^02 

• 

'Congressional  Research  Service. 
'>lot  available. 
'Children  and/or  parents 
^Department  of  Health  and  Human  Services. 

'Because  of  overlap,  and  in  some  cases  because  of  mixture  of  monthly  and  annual  numbers  and  mixture  of 
dwelling  units,  loans,  grants,  children,  families,  and  households,  recipient  totals  are  not  shown. 
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Unted  Stale*  G«ner«l  Accoontiiig  Office 
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Issues 
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Mr.  Chairman  and  Members  of  the  Committee: 

I  am  pleased  to  be  here  today  to  discuss  the  programs  that 
compose  the  welfare  system  and  the  Issues  that  warrant  attention  In 
the  current  reform  effort.   Over  the  years,  nearly  80  means-tested 
programs  for  low-Income  individuals  and  families  have  been  created 
to  help  meet  the  specific  needs  of  various  groups.   In  fiscal  year 
1992,  the  federal  government  spent  about  $208  billion  through  these 
programs  to  meet  the  needs  of  low-income  Americans  of  all  ages. 

Means-tested  programs  are  restricted  to  Individuals  or 
families  whose  income  falls  below  defined  levels  and  who  meet 
certain  other  eligibility  criteria  established  for  each  program. 
To  qualify  for  assistance,  applicants  generally  must  show  proof  of 
Income  and  other  documentation,  which  administering  agencies  must 
then  verify. 

Certain  means-tested  programs,  called  entitlements,  guarantee 
assistance  to  individuals  or  families  as  long  as  they  meet  the 
Income  and  eligibility  tests.   The  largest  of  these  entitlement 
programs  are  Aid  to  Families  With  Dependent  Children  (AFDC), 
Medicaid,  Food  Stamps,  and  Supplemental  Security  Income  (SSI). 
Other  means-tested  progreuns,  such  as  housing  and  energy  assistance 
progrcuns,  are  nonentitlements .   Nonentltlements  do  not  guarantee 
assistance  to  all  those  who  qualify.   Instead,  they  provide 
qualified  applicants  support  until  appropriated  funds  are  depleted. 

You  asked  us  to  present  an  overview  of  the  means-tested 
programs  that  compose  the  present  welfare  system,  the  amount  of 
money  spent  on  these  programs,  and  the  extent  to  which  a  typical 
family  might  be  entitled  to  assistance  and  services.   I  will  also 
describe  some  of  the  problems  faced  by  administrators  in  managing 
these  programs  and  by  recipients  in  acquiring  access  to  them. 
Finally,  I  will  comment  on  what  is  known  about  the  outcomes  of 
these  programs.   My  testimony  is  drawn  from  GAO's  past  work  and 
other  reports  on  the  issues  related  to  the  progreuns  within  the 
welfare  system.   In  deciding  which  programs  to  include  in  my 
testimony,  we  followed  the  subcommittee's  suggestion  that  we 
discuss  the  programs  addressed  in  the  Congressional  Research 
Service's  (CRS)  report  on  cash  and  noncash  benefits  for  persons 
with  limited  income,  dated  September  1993.^ 

In  brief,  while  there  are  about  80  means-tested  prograuns,  most 
of  the  federal  cost  comes  from  five  progrcuns.   The  many  means- 
tested  programs  are  costly  and  difficult  to  administer.   On  one 
hand,  these  programs  sometimes  overlap  one  another;  on  the  other 
hand,  they  are  often  so  narrowly  focused  that  gaps  in  services 


^Cash  and  Noncash  Benefits  for  Persons  With  Limited  Income; 
Elialbllitv  Rules.  Recipient  and  Expenditure  Data.  FY  1990-92  (EPW- 
93-832),  Congressional  Research  Service,  Library  of  Congress, 
September  15,  1993. 
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hinder  clients.   We  note  that  although  advanced  coiq>uter  technology 
is  essential  to  efficiently  running  the  progreuns,  it  is  not  being 
effectively  developed  or  used.   Due  to  their  size  and  complexity, 
many  of  these  programs  are  inherently  vulnerable  to  fraud,  waste, 
and  abuse.   We  also  point  out  that  some  of  our  work  has  shown  that 
the  welfare  system  is  often  difficult  for  clients  to  navigate. 
Finally,  administrators  have  not  articulated  goals  and  objectives 
for  some  programs  and  have  not  collected  data  on  how  well  the 
programs  are  working. 

OVERVIEW  OF  FEDERAL  MEANS-TESTED  PRCX^RAMS 

Over  the  years,  the  Congress  has  established  a  set  of  cash  and 
noncash  benefit  programs  to  assist  low-Income  people.   As  you  can 
see  on  our  display  (see  attachment  1),  in  fiscal  year  1992,  the 
federal  government  provided  eU^out  $208  billion  In  six  areas  of  need 
for  low-income  people.   When  state  dollars  are  Included,  the  total 
amount  of  spending  reached  $290  billion. 

The  welfare  system  comprises  eibout  80  programs,  representing 
about  15  percent  of  total  federal  outlays  in  fiscal  year  1992. 
Included  in  the  system  are  the  AFDC,  Medicaid,  SSI,  and  Food  Stamp 
progrcuns .   These  four  means-tested  programs  accounted  for  20 
percent  of  the  $700  billion  spent  in  fiscal  year  1993  on  the  10 
largest  entitlement  and  mandatory  spending  programs.   The  system's 
nearly  80  programs  target  low-income  individuals  and  feunilies  to 
meet  two  broad  objectives:   (1)  to  provide  basic  support  and  health 
care  for  those  who  are  often  unable  to  support  themselves — the 
aged,  blind,  disabled,  and  children — emd  (2)  to  provide 
transitional  assistemce  to  ea>le-bodied  adults  and  their  families 
while  promoting  self-sufficiency.   Table  1  -highlights  the  federal 
spending  levels  in  some  of  the  largest  programs  in  each  area. 
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Tetble  1;   Selected  Means-Tested  Programs  in  Six  Functional  Areas 
Dollars  In  billions 


FmurtloDal  axwa/proqram 

FT  1992 

•atijnatwl 

•zpenditures 

Tncom*  support 

Aid  to  Families  With  Dependent  Children 

$13.6 

Supplemental  Security  Income 

18.7 

Earned  Income  Tax  Credit  (EITC) 

9.6 

Wdlcml  car* 

Medicaid 

67.8 

Medical  Care  for  Certain  Veterans 

7.8 

Food  and  nutrition 

Food  Stanps 

23.5 

School  Lunch 

3.9 

Special  Supplemental  Food  Program  for 
Wwuen,  Infants  and  Children  (WIG) 

2.6 

School  Breakfast 

.8 

Boosing 

Section  8  Housing  Assistance 

12.3 

Low-Rent  Public  Housing 

5.0 

Education  and  training 

Stafford  Loans  and  Pell  Grants 

11.1 

Job  Training  Partnership  Act  (JTPA) 

3.9 

Head  Start 

2.2 

Job  Opportunities  and  Basic  Skills 
(JOBS)  Training  Program 

.6 

Otitmr  **rv±em* 

■  ;■«? 

Social  Services  Block  Grant  (SSBG) 

2.8 

Child  Care  and  Development  Block  Grant 
(CCDBG) 

.8 

Child  Care — AFDC,  Transitional,  and 
At-Risk 

.8 

Ccamminity  Services  Block  Grant  (CSBG) 

..  1 

Source:  CRS,  1993, 
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Providing  Income  Support 

The  federal  government  and  states  together  spent  more  than  $66 
billion  In  fiscal  year  1992  through  10  different  programs  that 
provided  cash  income  to  those  considered  in  need  of  help,  from  poor 
mothers  with  children  to  certain  veterans  and  refugees.'  The 
federal  government  provided  more  than  $48  billion  of  this  total 
through  its  support  of  AFDC,  SSI,  and  other  cash  assistance 
programs.   Appendix  I  lists  estimated  expenditures  for  the  nearly 
80  means-tested  assistance  progreuns. 

AFDC  is  one  of  the  nation's  largest  welfare  programs,  and  it 
lies  at  the  heart  of  current  reform  proposals.   AFDC  was  designed 
to  help  needy  children  deprived  of  support  because  of  the  continued 
absence,  incapacity,  or  unemployment  of  a  parent.   Program  support 
varies  greatly  among  the  states,  with  monthly  benefits  ranging  from 
$120  in  Mississippi  to  $923  in  Alaska.   States  pay  46  percent  of 
total  AFDC  costs.   In  fiscal  year  1992,  the  federal  government  and 
states  spent  $25  billion  to  help  about  14  million  recipients  in  5 
million  families.   The  federal  government  share  was  $13.6  billion. 
A  vast  majority  of  AFDC  children  live  with  one  parent — usually 
their  mother.   In  fact,  in  1991,  53  percent  of  children  receiving 
AFDC  had  parents  who  had  never  been  married.   As  shown  in  figure  1, 
AFDC  accounted  for  about  28  percent  of  federal  spending  on  income 
support  programs  in  fiscal  year  1992. 


'Total  expenditures  and  number  of  programs  do  not  include  the 
states'  general  assistance  programs  listed  in  appendix  I,  which 
receive  no  federal  funds. 

4 
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Figure  1;   Percentages  of  Means-Tested  Federal  Income  Support: 
Spending  by  Program  (Fiscal  Year  1992) 


Earned  Income  Tax  Credit 

8% 

Pensions  for  Needy  Veterans 


Supplemental  Security  Income 


Aid  to  Famiies  with  Dependent 
Chldran 


Note;   Percentages  do  not  add  to  100  due  to  rounding. 

Source:   GAO  analysis  based  on  CRS  fiscal  year  1992  data. 

SSI  is  a  primary  source  of  cash  income  to  aged,  blind,  or 
disabled  individuals  with  low  incomes  and  limited  resources.   The 
program  follows  uniform  nationwide  eligibility  requirements  and  is 
mostly  federally  funded.   In  1992,  almost  6  million  people  received 
SSI  benefits,  and  expenditures  totaled  almost  $23  billion — about 
$19  billion  of  that  in  federal  dollars. 

Other  cash  assistance  programs  range  from  pensions  for  needy 
veterans  ($3.7  billion)  to  payments  to  Native  Americans  ($46 
million) .   Included  among  these  is  the  Earned  Income  Tax  Credit 
(EITC),  which  supplements  the  earnings  of  working  parents  with  low 
Incomes.   Almost  13.3  million  families  benefited  from  this  tax 
credit  in  fiscal  year  1992,  at  a  federal  cost  of  nearly  $9.6 
billion. 


272 


Meeting  Medical  Needs 

The  federal  government  and  states  together  provided  about  $129 
billion  through  eight  programs  to  assist  low-income  individuals 
with  medical  care  in  fiscal  year  1992.^  Federal  spending  accounted 
for  about  $78.5  billion  of  these  expenditures,  with  the  states 
responsible  for  the  remainder.   Five  of  the  eight  programs  were 
totally  federally  funded,  including  those  for  Native  American  and 
migrant  worker  health  services,  at  a  cost  of  about  $10  billion. 

As  shown  in  figure  2,  the 'lion's  share  of  these  federal 
dollars — about  86  percent  or  $68  billion — is  spent  on  the  Medicaid 
program,  for  which  states  spent  an  additional  $50  billion.  This 
federal  and  state  partnership  pays  for  health  care  services  for  the 
aged,  blind,  and  disabled  (about  70  percent  of  expenditures)  and 
for  certain  low-income  people  in  families  with  children.   As  with 
AFDC,  progreims  vary  considerably  eunong  the  states,  which 
Independently  establish  eligibility  standards  and  covered  services. 
In  fiscal  year  1992,  the  program  covered  31  million  people. 

Figure  2;   Percentages  of  Means-Tested  Federal  Medical  Care 
Spending  bv  Program  (Fiscal  Year  1992) 
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Source:   GAO  analysis  based  on  CRS  fiscal  year  1992  data. 


^Total  expenditures  and  number  of  programs  do  not  include  the 
medical  component  of  states'  general  assistance  programs,  which 
receive  no  federal  funds. 
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The  other  progreuns  in  this  category  include  medical  care  for 
certain  veterans.  Native  Americans,  certain  refugees,  and  migrant 
workers.   The  Maternal  and  Child  Health  Services  Block  Grant  also 
falls  under  this  category.   Each  of  these  smaller  programs 
generally  serves  2tbout  a  million  or  fewer  individuals. 

Ensuring  Adequate  Nutrition 

The  11  programs  providing  food  aid  to  low-income  populations 
are  almost  entirely  funded  by  the  federal  government.   Programs 
range  from  those  with  general  application  to  those  focused  on 
particular  groups,  such  as  the  School  Lunch  and  Breakfast  programs 
and  one  for  pregnant  and  parenting  women.   In  fiscal  year  1992, 
these  nutrition  programs  totaled  $34  billion,  with  $1.4  billion 
contributed  by  states. 

As  shown  in  figure  3,  the  Food  Steunp  progreun,  by  far  the 
largest  program  in  this  category,  is  almost  totally  funded  by 
federal  dollars — $23.5  billion  in  fiscal  year  1992.*  The  program 
was  established  in  1964  and  expanded  nationally  in  1975,  and 
eligibility  reguirements  and  benefit  amounts  are  uniform 
nationwide.   This  program  reached  27  million  people  a  month  in 
1992;  half  were  children  and  about  10  percent  were  elderly  or 
disabled.   About  20  percent  of  Food  Stamp  households  include 
workers . 


^States  spent  an  additional  $1.4  billion  to  administer  this 
program. 
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Figure  3t   Percentages  of  Means-Tested  Federal  Food  and  Nutrition 
Spending  by  Program  (Fiscal  Year  1992) 
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Source:   GAO  analysis  based  on  CRS  fiscal  year  1992  data. 

Other  programs  include  the  School  Lunch  program,  which  served 
13  million  low-income  children  a  month  at  a  cost  of  almost  $4 
billion  in  fiscal  year  1992,  and  the  School  Breakfast  program, 
which  reached  about  4.5  million  children  at  a  cost  of  about  $780 
million.   An  additional  $2.6  billion  was  spent  on  the  Special 
Supplemental  Food  Program  for  Women,  Infants,  and  Children  (WIC), 
which  reached  5.4  million  recipients  each  month  of  fiscal  year 
1992.   Other  programs  serve  the  elderly,  child  care  centers,  and 
those  in  need  of  emergency  food  aid. 

Helping  With  Housing  Needs 

Sixteen  programs  are  designed  to  meet  the  housing  needs  of 
low-income  Americans.   Some  of  these  programs  are  targeted  to 
particular  areas  or  groups — such  as,  for  rural  or  Native  American 
housing  needs.   Expenditures  for  these  progrzuns  totaled  $22.2 
billion  in  fiscal  year  1992— all  in  federal  dollars.   The  largest 
programs  are  shown  in  figure  4,  along  with  their  percentage  share 
of  funds  spent  on  housing  assistance. 
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Figure  4:   Percentages  of  Means-Tested  Federal  Housing  Assistance 
by  Program  (Fiscal  Yeeir  1992) 
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Source;   GAO  analysis  based  on  CRS  fiscal  year  1992  data. 

The  Section  8  Low-Income  Housing  Assistance  program,  on  which 
the  federal  government  spent  about  $12  billion  In  1992,  cost  more 
than  double  the  cost  of  the  next  largest  program — Low  Rent  Public 
Housing — at  $5  billion.   The  Section  8  program  provided  assistance 
to  almost  three  million  families,  while  Public  Housing  reached 
another  1.4  million. 

The  other  14  programs  are  designed  to  meet  a  range  of  needs, 
including  improving  rural.  Native  American,  and  farm   labor  housing, 
and  providing  rental  and  interest  reduction  assistance.   Two 
programs  help  individuals  pay  their  home  heating  and  cooling  bills. 

Promoting  Self-Suf ficiencv 
Through  Education  and  Training 

Twenty-three  federal  education  and  training  programs  help  low- 
income  individuals  enheuice  their  job  skills  and  improve  their 
chances  for  becoming  or  remaining  self-sufficient.   Accounting  for 
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about  $21  billion  In  mostly  federal  expenditures,  the  programs 
range  from  loans  to  college  students  to  assistance  targeted  to 
migrant  workers .   States  contribute  about  5  percent  of  the  funds 
expended . 

The  three  most  prominent  education  programs  in  this  category 
are  Stafford  Loans  ($5.7  billion  in  federal  spending  in  fiscal  year 
1992),  Pell  Grants  ($5.4  billion),  and  Head  Start  ($2.2  billion  in 
federal  spending  augmented  by  $551  million  from  states).   Figure  5 
shows  the  percent  of  federal  funds  spent  on  education  and  training 
attributed  to  these  programs.   In  fiscal  year  1992,  Stafford  Loans 
and  Pell  Grants  helped  more  than  9.4  million  individuals  attend 
college  or  training,^  while  Head  Start  helped  about  621,000 
disadvantaged  preschoolers  prepare  themselves  for  entering 
elementary  school . 

Figure  5;   Percentages  of  Means-Tested  Federal  Education  and 
Training  Spending  bv  Program  (Fiscal  Year  1992) 


Stafford  Loans 


Job  Training  Partners>«ip  Act 


Source:   GAO  analysis  based  on  CRS  fiscal  year  1992  data. 


'Although  means  tested,  Stafford  Loans  may  be  given  to  families 
with  appreciably  higher  Incomes  than  most  of  the  other  prograuns. 
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Federal  dollars  also  drive  the  training  programs  designed  to 
help  low-income  individuals  and  families  increase  their  ability  to 
support  themselves  through  work.   The  Job  Training  Partnership  Act 
(JTPA)  provided  almost  $4  billion  in  federal  funds  in  fiscal  year 
1992  to  help  about  1.4  million  disadvantaged  adults  and  youth  find 
jobs  and  increase  their  earnings  capacity.   Further,  the  federal 
government  and  states  share  the  costs  ($1  billion  in  fiscal  year 
1992)  of  the  Job  Opportunities  and  Basic  Skills  Training  (JOBS) 
program,  which  is  dedicated  to  helping  AFDC  parents  get  jobs  and 
assume  responsibility  for  the  support  of  their  children. 

Helping  Individuals  With 
Social  Services  Needs 

Eight  federal  progr£uns  meet  the  various  social  services  needs 
of  low-income  individuals,  with  most  of  the  dollars  distributed 
through  block  grants.'  These  federal  and  state  dollars  can  be  used 
to  buy  a  broad  range  of  services,  including  child  care  to  help 
working  families  stay  off  welfare  and  legal  services.  The  federal 
government  contributed  almost  two-thirds  of  the  $8.6  billion  spent 
in  this  area  in  fiscal  year  1992. 

As  shown  in  figure  6,  the  largest  program — accounting  for 
almost  half  of  the  social  service  program  funds — is  the  Social 
Services  Block  Grant  (SSBG),  or  Title  XX,  which  is  used  for  such 
services  as  child  care,  assistance  for  the  disabled,  and  child 
protective  services.  Also  included  under  this  category  is  the 
Community  Services  Block  Grant,  which  supports  various  community- 
based  antipoverty  activities. 


*Under  block  grants,  states  and  localities  have  broad  discretion  to 
decide  what  specific  progriuns  to  provide,  as  long  as  they  are 
directly  related  to  the  goals  of  the  gremt  program. 
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Figure  6; Percentages  of  Means-Tested  Federal  Spending  for  Other 

Services  bv  Program  (Fiscal  Year  1992) 
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•Includes  the  Ctdd  Care  and  Davalopmant  Bloefc  Grant,  AFOC  and  TranMtool  Odd  Care,  and 
At-Ksk  Ctild  Care. 

Source:   GAO  analysis  based  on  CRS  fiscal  year  1992  data. 

Four  federal  programs  were  designed  specifically  to  help  low- 
income  families  afford  child  care:   the  AFDC  Child  Care  Program, 
the  Transitional  Child  Care  Program,  At-Risk  Child  Care,  and  the 
Child  Care  and  Development  Block  Grant.   These  child  care  programs 
cost  $2.2  billion  in  fiscal  year  1992,  73  percent  of  which  was  paid 
for  by  federal  dollars. 

Federal  Welfare  Spending 
Driven  bv  a  Few  Large  Prngramg 

The  five  largest  means-tested  programs — Medicaid,  Food  Steunps, 
AFDC,  SSI,  and  Section  8  Housing  Assistance — accounted  for  65 
percent  of  federal  spending  on  low-income  individuals  in  fiscal 
year  1992.   Spending  for  these  five  progreuns,  together  with  that 
for  another  16  programs  with  expenditures  of  at  least  $1  billion 
each,  made  up  about  93  percent  of  all  federal  means-tested  dollars, 
as  shown  in  figure  7.   The  remaining  55  progr2ims  accounted  for  only 
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7  percent,  or  $14  billion,  of  federal  spending  for  low-income 
individuals . 

Figure  7;   Federal  Expenditures  on  Selected  Means-Tested  Programs 
(Fiscal  Year  1992) 


16  programs  each  at  least  $1 
baSon  but  und«r  $10  blTion 


Other  55  programs  under  $1  bifion 


5  programs  each  $10  bflfion  or 


Source:   GAO  analysis  based  on  CRS  fiscal  year  1992  data. 

The  major  programs  axe   the  key  to  the  growth  in  federal 
spending  on  low-income  individuals.   Federal  spending  for  all 
means-tested  programs  grew  from  $39  billion  in  fiscal  year  1975  to 
$208  billion  in  fiscal  yeeir  1992.   In  inflation-adjusted  dollars, 
this  represents  a  106-percent  increase.   As  shown  on  our  display 
(see  attachment  2),  federal  spending  for  Medicaid,  Food  Stamps, 
AFDC,  SSI,  and  the  two  major  housing  programs — Section  8  Housing 
Assistance  and  Low-Rent  Public  Housing — combined  increased  from  $61 
billion  in  fiscal  year  1975  to  $155  billion  in  constant  1993 
dollars,  an  Increase  of  154  percent.   This  growth  was  driven  by  a 
300-percent  increase  in  real  Medicaid  costs  since  1975.   In  recent 
years,  about  70  percent  of  Medicaid  expenditures  have  assisted  the 
aged,  blind,  euid  diseibled. 
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BENEFICIARIES  RECEIVE  ASSISTANCE 
FROM  MULTIPLE  PROGRAMS 

Most  beneficiaries  of  means -tested  programs  receive  assistance 
from  more  than  one  program.   The  programs  I  have  just  described  are 
administered  by  different  federal  and  state  agencies  and  have  a 
variety  of  different  eligibility  requirements.   In  many  cases, 
clients  have  to  appear  at  various  offices  to  apply  for  benefits  and 
bring  with  them  a  variety  of  documentation.   Although  much  of  the 
basic  documentation  is  the  same,  the  eligibility  rules  are  just 
different  enough  that  it  is  not  uncommon  for  an  applicant  to  have 
to  return  once  or  twice  more  to  complete  the  application  and 
interview  process . 

Notwithstanding  the  difficulties  in  actually  obtaining 
benefits,  a  low-income  family  that  qualifies  for  one  of  the  cash 
assistance  programs  Is  typically  eligible  for  other  noncash 
programs.   The  following  table  shows  the  percentages  of  households 
in  the  AFDC  and  SSI  programs  that  received  benefits  in  1992  from 
multiple  programs . 

Table  2;   Multiple  Program  Participation.  1992 

Percent  of  Households  Receiving — 


AFDC  SSI 


Who  Are  Also 
Receiving — 


Medicaid  96  100 

Food  Stamps  86  46 

Public  or  subsidized 
rental  housing  30  24 

Total  households 

(in  thousands)  4,057  3,957 

Source:  Committee  on  Ways  and  Means,  U.S.  House  of 

Representatives,  Overview  of  Entitlement  Programs; 
1994  Green  Book.  July  15,  1994. 

As  table  2  shows,  for  example,  more  than  4  million  households 
were  receiving  AFDC  in  1992.   About  96  percent  of  these  were  also 
receiving  Medicaid,  86  percent  were  receiving  food  stamps,  and  30 
percent  were  receiving  assisted  housing  benefits.  Further,  as  you 
can  see  in  the  table,  SSI  recipients  typically  received  Medicaid 
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and  often  received  food  stamps  In  addition  to  their  cash 
assistance.   We  should  note  that  because  the  cash  assistance, 
Medicaid,  and  Food  Stamp  programs  are  related  entitlements,  when 
there  is  caseload  growth  in  AFDC  or  SSI,  the  Medicaid  and  Food 
Stamp  caseloads  also  increase. 

An  Illustration;   Benefits  for  a 
Mother  and  Two  Children 

To  help  understand  what  a  benefit  package  might  consist  of  for 
a  low-income  family,  consider  a  typical  mother  with  two  children 
receiving  AFDC.   In  January  1992,  her  median  cash  benefit  would 
have  been  about  $372  per  month.   This  AFDC  mother  would  also  be 
eligible  for  noncash  benefits,  such  as  Medicaid.   However,  as  with 
AFDC,  states  are  free  to  design  and  administer  their  Medicaid 
programs  as  long  as  they  adhere  to  federal  guidelines.   As  a 
result,  the  types  and  scope  of  benefits  offered,  and  the  amounts 
paid  for  services,  vary  considerably  from  state  to  state.   The 
mother  would  have  also  qualified  for  about  $275  worth  of  food 
stamps  per  month. 

Unlike  AFDC,  Medicaid,  and  Food  Stands,  which  are 
entitlements,  funding  for  housing  assistance  is  limited.   In  1992, 
about  30  percent  of  AFDC  feuiilles  received  public  or  subsidized 
rental  housing  assistance. 

In  addition  to  these  four  major  assisteuice  programs,  the 
typical  AFDC  family  may  be  eligible  for  several  other  progreuns  and 
services.   The  mother  may  volunteer,  or  in  some  instances  be 
required,  to  attend  school  or  training,  paid  for  through  a  federal 
training  program.   She  may  also  receive  child  care  assistance  so 
that  she  can  attend  training,  school,  or  work.  Further,  the  family 
could  receive  other  benefits,  such  as  school  breakfasts  and 
lunches,  cash  assistance  to  pay  energy  bills,  and  additional  food 
assistance  for  pregnant  mothers  under  the  WIC  program.   Our  display 
(see  attachment  3)  shows  all  of  the  means-tested  programs,  as  well 
as  those  that  may  be  available  to  this  family. 

Efforts  are  being  made  at  the  state  and  local  levels  to 
simplify  and  coordinate  the  network  of  federal  public  assistance 
programs.   But  doing  this  takes  considereOsle  time  and  resources  and 
requires  pulling  together  multiple  federal  funding  streauns  while 
continuing  to  meet  myriad  federal  rules  and  regulations. 

Our  display  (see  attachment  4) illustrates  how  complex  the 
current  system  can  be  for  a  mother  with  two  children  applying  for 
benefits  and  services.   For  cash  assistance,  she  often  has  to 
furnish  basic  documentation  and  evidence  to  multiple  offices,  and 
each  office  may  require  slightly  different  Information.   She 
probedjly  has  to  go  to  different  offices  to  obtain  housing 
assistance,  additional  nutrition  program  benefits,  child  care 
assistance,  and  job  training.   These  offices  frequently  are  located 
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in  different  parts  of  the  city,  which  may  require  the  feunily  to 
take  public  transportation  back  and  forth  across  town. 

PROGRAMS  ARE  COSTLY  AND 
DIFFICULT  TO  RUN 

1  would  now  like  to  turn  my  attention  to  some  of  the  enormous 
challenges  that  federal,  state,  and  local  progrfun  officials  face  as 
they  attempt  to  administer  these  programs  efficiently  and 
equitably.   At  least  28  federal  departments  and  agencies,  and 
untold  numbers  at  the  state  and  local  levels,  are  responsible  for 
administering  and  overseeing  these  means-tested  programs.   To 
ensure  that  benefits  are  correctly  awarded,  these  entities  employ 
countless  numbers  of  individuals  to  perform  various  functions, 
including  client  intake,  income  and  eligibility  determination  and 
redetermination,  and  quality  control  review. 

Intake  workers  evaluate  the  application  and  other  required 
documentation,  such  as  income  statements,  proof  of  citizenship,  and 
birth  certificates  for  each  family  member.   Other  staff  follow  the 
often  numerous  rules  and  requirements  to  determine  eligibility  and 
level  of  benefits.   Still  others  verify  the  eligibility  decisions. 
And  still  others  conduct  processing  and  support  functions. 

To  understand  the  administrative  resources  devoted  to  these 
programs,  consider  the  operating  costs  for  some  of  the  largest. 
The  SSI  program  is  difficult  to  administer  because  it  must 
determine  the  economic  status  of  the  applicant,  in  addition  to  the 
nature  and  severity  of  his  or  her  disability.   The  Social  Security 
Administration  (SSA)  employs  more  than  21,000  people  nationwide  to 
run  the  SSI  program.   States  and  the  federal  government  also  spent 
$2.6  billion  in  fiscal  year  1992  to  operate  the  AFDC  program. 
Further,  in  1992,  states  and  the  federal  government  spent  about 
$4.3  billion,  or  3.5  percent  of  total  outlays,  to  operate  Medicaid. 
Finally,  in  1993,  the  federal  government  and  states  spent  more  than 
$3  billion  to  administer  the  Food  Stamp  program — much  of  which  is 
directed  toward  policing  activities. 

The  administrative  burden  associated  with  processing 
applications  and  determining  eligibility  does  not  stop  with  program 
staff.   The  clients  whom  welfare  programs  are  designed  to  help 
often  express  frustration  about  the  arduous  and  complex  process 
involved  in  applying  for  benefits.   Some  clients  have  so  much 
difficulty  completing  the  application  process  that  they  give  up  and 
never  receive  the  help  for  which  they  may  be  entitled. 

PROGRAMS  OVERLAP  AND  ARE  FRAGMENTED 

As  a  result  of  the  growth  in  welfare  programs  over  time,  many 
overlap,  adding  unnecessary  administrative  costs  at  each  level  of 
government.   For  example,  we  identified  nine  employment  training 
programs  that  frequently  target  the  same  clients,  share  the  same 
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goals,  and  provide  similar  services.^  These  programs  are 
administered  by  five  different  federal  departments.   These  separate 
bureaucracies  at  the  federal  level  are  often  duplicated  at  the 
state  and  local  levels,  raising  questions  about  the  efficiency  of 
the  employment  training  system. 

Other  programs  are  so  narrowly  focused  that  some  groups 
targeted  for  services  fall  through  the  cracks.   Take  child  care, 
for  example.   The  Congress  created  four  child  care  programs  to  help 
low-Income  mothers  support  themselves  and  their  feunllles.   But,  the 
fragmented  nature  of  these  programs — with  entitlements  to  some 
client  categories,  time  limits  on  others,  and  activity  limits  on 
still  others — produces  service  gaps  for  mothers  trying  to  work. 
For  exeunple,  a  mother  who  is  receiving  child  care  assistance  is  at 
risk  of  losing  it  if  she  gets  laid  off  because  certain  child  care 
programs  cannot  be  used  for  a  mother  looking  for  work. 

FEDERAL  FUNDING  ENCOURAGES  STATE 
AUTOMATION.  BUT  NOT  INNOVATION 

Because  of  their  complexity,  costs,  and  large  caseloads, 
welfare  programs  work  much  more  efficiently  when  they  employ  sound 
technology.   Recognizing  this  fact,  the  Congress  has  authorized 
federal  funding  participation,  at  rates  ranging  from  50  to  90 
percent,  to  encourage  and  support  state  development  and  operation 
of  automated  Information  systems  for  major  welfare  programs. 
Including  AFDC,  Child  Suppoirt  Enforcement,  Child  Care,  Child 
Welfare/Foster  Care,  JOBS,  Food  Stamp,  and  Medicaid.   Through 
fiscal  year  1992,  the  federal  contribution  totaled  more  than  $8.6 
billion.*  For  fiscal  years  1993  through  1999,  the  states  estimate 
they  will  spend  another  $10.7  billion  to  develop  and  operate  such 
systems  with  the  federal  government  paying  over  half  of  this  cost. 

Despite  these  sizable  Investments,  the  states  cannot,  with 
current  progreun  rules,  use  technology  to  its  full  advantage.   Faced 
with  barriers  such  as  diverse  and  sometimes  contradictory  program 
requirements,  separate  funding  provisions,  statutory  deadlines,  and 
inadequate  federal  monitoring,  states  have  developed  essentially  . 
separate  automated  systems  for  each  program.   The  difficulty  in 
surmounting  these  barriers  leaves  states  little  opportunity  or 
incentive  for  reexamining  and,  if  necessary,  reengineering  their 
existing  processes.   As  a  result,  manual  processes  are  often 
electronically  embedded  In  the  automated  systems,  and  the  systems 
rarely  automate  processes  or  Incorporate  features  that  could 
substantially  streamline  the  work  of  supporting  the  welfaire  system. 


^Multiple  Employment  Training  Programs;   Overlap  Among  Programs 
Raises  Questions  About  Efficiency  (GAO/HEHS-94-193,  July  11,  1994) 

'All  historical  and  projected  costs  expressed  in  1993  constant 
dolleirs . 
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Federal  agencies  are  undertaking  Initiatives  to  help  states 
develop  more  efficient  and  effective  automated  welfare  systems. 
Examples  of  such  actions  Include  funding  the  consolidation  of 
separate  AFDC,  Medicaid,  and  Food  Stamp  eligibility  systems  Into 
Integrated  Family  Assistance  Management  Information  Systems  and 
developing  model  systems  for  the  Child  Welfare  and  JOBS  programs. 

States  such  as  Connecticut,  Minnesota,  Rhode  Island,  and  Texas 
have  focused  on  Integrating  their  automated  welfare  systems  and 
streamlining  welfare  program  processes.   For  example,  Connecticut 
has  a  project  under  way  to  provide  an  Integrated  set  of  services  in 
one  location.   The  system  has  Increased  caseworker  productivity, 
decreased  error  rates  as  compared  to  those  that  occur  with  manual 
processing.  Improved  fraud  detection,  and  helped  identify 
overpayment . 

PROGRAMS  ARE  VULNERABLE  TO 
FRAUD.  WASTE.  AND  ABUSE 

In  addition  to  the  challenges  involved  in  efficiently  running 
the  programs  and  delivering  their  services,  these  programs  are 
inherently  vulnerable  to  fraud,  waste,  and  abuse.   Given  their  size 
and  structure,  these  programs  are  subject  to  billions  of  dollars  in 
Incorrect  payments  and  services  annually  as  a  result  of  fraudulent 
eligibility  and  benefit  claims,  applicant  errors,  and  processing 
errors.   For  example,  in  fiscal  year  1993,  nearly  $1.8  billion  in 
overpayments  was  estimated  to  have  been  made  in  the  Food  Stamp 
program  alone.   The  means-tested  nature  of  these  programs  creates 
further  program  vulnerabilities.   For  example,  the  need  to  collect, 
review,  maintain,  and  verify  enormous  amounts  of  documentation  to 
ensure  accurate  and  equitable  decisions  leaves  these  programs  open 
to  fraud  and  abuse. 

In  1993,  we  reported  that  prescription  drug  diversion  and 
other  fraudulent  billings  had  been  an  ongoing  problem  in  the 
Medicaid  program  for  at  least  the  previous  decade.'  We  found  that 
physicians,  clinic  owners,  and  pharmacists  collude  to  defraud 
Medicaid  by  billing  for  services  not  rendered  or  needed  and  by 
prescribing  and  distributing  drugs  mainly  to  obtain  reimbursement. 
Patients  are  often  knowing  participants  in  these  schemes,  allowing 
use  of  their  Medicaid  recipient  numbers  for  billing  purposes  in 
exchange  for  cash,  drugs,  or  other  Inducements. 

in  Januairy  1994,  California  estimated  that  hundreds  of 
millions  of  dollars  were  being  wasted  through  fraud  in  its  public 
assistance  programs.   In  its  AFDC  program  alone,  about  4  percent  of 
cases  randomly  selected  for  quality  control  review  in  1992  and  1993 
were  estimated  to  Involve  fraud.   Many  regard  this  4  percent  as  a 


'Medicaid  Drug  Fraud;   Federal  Leadership  Needed  to  Reduce  Program 
Vulnerabilities  (GAO/HRD-93-118,  Aug.  2,  1993). 
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low  estimate,  because  quality  control  reviewers  did  not  have  the 
Information  In  their  files  necessary  to  Identify  all  types  of 
potent 1 a 1  f  raud . 

Finally,  In  a  1994  study  of  fraud,  waste,  and  abuse  In  the 
Food  Stamp  program, '°  we  reported  four  common  problems  that  exist 
with  the  current  coupon-based  system:   (1)  overpayments  that  occur 
during  the  eligibility  and  benefit  determination  process,  (2) 
Illegal  use  of  benefits  after  they  are  Issued,  (3)  counterfeiting 
of  food  stamps,  and  (4)  theft  of  coupons  from  the  mall.   As  you 
know,  there  are  various  alternatives  being  proposed  to  replace  the 
current  system  for  delivering  benefits. 

LITTLE  IS  KNOWN  ABOUT  PROGRESS 
MADE  IN  SOME  PROGRAMS 

In  addition  to  the  costs  of  and  growth  In  these  programs  and 
problems  with  overlap  and  fragmentation,  there  Is  also  Increasing 
concern  on  how  well  the  programs  within  the  welfare  system  are 
serving  recipients.   There  Is  also  a  fundamental  concern  about 
whether  the  programs  are  achieving  their  goals.   For  many  programs, 
pertinent  data  are  not  being  collected  on  how  recipients  fare. 
Also,  as  we  have  found  In  our  prior  work,  many  programs  do  not 
articulate  specific  and  measurable  policy  goals  that  should  be 
achieved . 

To  Illustrate,  In  1994,  we  reported  that  most  federal  agencies 
do  not  know  whether  their  employment  training  programs  are  working 
effectively."  One  of  the  largest  of  these  programs — JOBS — Is 
designed  specifically  to  provide  AFDC  recipients  with  the  help  they 
need  to  avoid  long-term  dependence.   Nearly  $8  billion  In  federal 
and  state  funds  have  been  spent  on  this  progreun  since  state  and 
local  governments  began  operating  their  programs  In  1989.   To  date, 
the  Department  of  Health  and  Human  Services  does  not  know  whether 
JOBS  participants  are  becoming  self-sufficient  because  It  does  not 
gather  enough  Information  on  critical  program  outcomes,  such  as  the 
number  of  participants  entering  employment  and  leaving  AFDC 
annually. 

Similarly,  In  1993,  we  reported  that  the  United  States 
Department  of  Agriculture's  multiple  food  assistance  programs  have 
evolved  separately  over  the  past  46  years  without  the  benefit  of  a 


"Food  Assistance;  Potential  Impacts  of  Alternative  Systems  for 
Delivering  Food  Stamp  Program  Benefits  (GAO/RCED-95-13,  Dec.  16, 
1994). 

^^Multlole  Employment  Training  Programs;   Most  Federal  Agencies  Do 
Not  Know  If  Their  Programs  Are  Working  Effectively  (6AO/HEHS-94-88, 
Mar.  2,  1994). 
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comprehensive,  overarching  federal  food  assistance  policy. ^^  These 
programs  operate  under  their  ovm  set  of  objectives  that  were 
created  in  response  to  an  eurray  of  perceived  needs .   Most  regional 
Food  and  Consumer  Services  2md  state  agency  officials  whom  we 
contacted  were  unable  to  describe  how  Individual  food  assistance 
programs  contributed  toward  the  overall  food  assistance  effort. 
Without  a  goal  stated  in  objective,  quetntifiable,  and  measurable 
terms,  assessing  the  overall  iiiq)act  of  the  food  assistance  effort 
In  meeting  the  needs  of  the  poor  is  difficult.   It  might  be  that  a 
different  combination  of  programs  would  more  effectively  serve  the 
nutritional  needs  of  clients. 

SUMMARY 

The  nearly  80  means-tested  programs  that  compose  the  welfare 
system  accounted  for  about  15  percent  of  all  federal  spending  in 
fiscal  year  1992.   The  largest  assistance  programs,  which  are  all 
entitlements — AFDC,  Food  Stamps,  Medicaid,  and   SSI — accounted  for 
60  percent  of  all  federal  spending  on  low-income  individuals  and 
ffunilies  in  that  year.   Because  the  cash  assistance  programs  (AFDC 
and  SSI),  Food  Stamp  program,  and   Medicaid  are  related 
entitlements,  when  there  is  caseload  growth  in  AFDC  or  SSI/  the 
Medicaid  and  Food  Stamp  caseloads  also  Increase. 

Our  work  has  shown  that  these  means-tested  programs  can  be 
costly  and  difficult  to  administer.   They  sometimes  overlap  one 
another  or  are  so  narrowly  focused  that  they  create  gaps  in 
services  that  hinder  clients.   Ftirther,  we  found  that  technology  to 
run  the  programs  is  not  being  effectively  developed  and  used  and 
that  many  of  these  programs  are   inherently  vulnerable  to  fraud, 
waste,  and  £ibuse.   Finally,  some  of  our  work  has  shown  that  the 
system  is  often  difficult  for  clients  to  navigate  and  that,  despite 
many  years  of  experience  with  these  programs,  very  little  is  known 
about  how  well  they  eire  working. 


Mr.  Chairman,  this  concludes  my  prepared  statement.  At  this 
time,  I  will  be  happy  to  answer  any  questions  you  or  other  members 
of  the  Subcommittee  may  have. 


I  For  more  information  on  this  testimony,  please  call  David  P. 

I  Blxler,  Assistant  Director,  at  (202)  512-7201  or  Gale  C.  Harris, 

I  Senior  Evaluator,  at  (202)  512-7235. 


"Food  Assistance t   USDA's  Multiproqram  Approach  (GAO/RCED-94-33, 
Nov.  29,  1993). 
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APPENDIX  I  APPENDIX  I 

ESTIMATED  EXPENDITURES  FOR  MEANS -TESTED  PROGRAMS 
FOR  FISCAL  YEAR  1992 

This  appendix  shows  federal,  state,  and  total  estimated 
expenditures  and  the  number  of  people  or  households  reached  by 
means-tested  progreuns .   He  have  used  the  data  reported  In  the 
Congressional  Research  Service's  Cash  and  Noncash  Benefits  for 
Persons  With  Limited  Income;  Eligibility  Rules.  Redolent  and 
Expenditure  Data.  FY  1990-92.  dated  September  1993.   The  fiscal 
year  1992  data  In  the  CRS  report  and  this  appendix  represent  the 
most  recent  data  available  for  the  complete  set  of  means -tested 
progriuns  Identified.   The  dollar  eunounts  Included  were  based  on 
expenditures  where  available;  appropriated  and  obligated  amounts 
were  also  used.   For  those  programs  that  reached  other  than  low- 
Income  Individuals,  CRS  estimated  the  portion  of  expenditures  used 
by  those  with  limited  Incomes.   In  this  appendix,  programs  are 
listed  In  descending  order  of  federal  expenditures.   Except  for 
sums  below  $100  million,  figures  are  rounded  to  the  nearest 
million.   Totals  reflect  rounding  of  smaller  sums  to  the  nearest 
million.   "N.A."  means  not  available. 

Also  note  that  the  way  the  number  of  recipients  was  measured  varied 
by  spending  category.   For  example,  for  Income  support,  medical 
care,  food  and  nutrition,  and  training  programs,  the  average 
monthly  number  of  recipients  was  generally  used.   For  housing 
assistance,  the  number  of  f£unilies,  dwelling  units,  or  households 
during  the  year  was  used.   In  addition,  for  education  and  other 
services,  the  annual  number  of  recipients  was  shown. 
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APPENDIX  I  APPENDIX  I 

ESTIMATED  EXPENDITURES  FOR  MEANS-TESTED  ASSISTANCE  PROGRAMS 


Fiscal  Year  1992 


Dollars  in  millions 


Baneflt  oatATory/progz-aBi 

Katinatcd  •xp*nditur*a 

Batimatad 
z*ai.planta 
<thon— nda) 

Wmdmrml          State     Total 

^^^i^^^ 

^m 

Aid  to  Families  with  Dependent 
Children 

$13,569 

$11,354 

$24,923 

13,754* 

Supplemental  Security  Income 

18,744 

4,030 

22,774 

5,559* 

Earned  Income  Tax  Credit 

9,553 

0 

9,553 

39,909 

Pensions  for  needy  veterans, 
their  dependents,  and  survivors 

3,667 

0 

3,667 

969 

Foster  Care 

2,233 

1,937 

4,170 

202 

General  assistance  (nonmedical 
care  component) 

0 

3,340 

3,340 

1,205 

Adoption  assistance 

221 

181 

402 

66.2 

Assistance  to  refugees  and 
Cuban/Haitian  entrants  (cash 
components ) 

139 

0 

139 

31.3 

Emergency  assistance 

134 

134 

268 

158.7' 

Dependency  and  indemnity 
compensation  and  death 
compensation  for  parents  of 
veterans 

68 

0 

68 

34.1 

General  assistance  to  Indians 

45.9 

0 

45.9 

41.1 

Znoocns  wapport   total 

$48,374 

$20,976 

$69,350 

" 

HiaiomX   o»r»                                     '^^^B 

■Hk^^^v 

ip^ 

Medicaid 

67,827 

50,240 

118,067 

30,776' 

Medical  care  for  veterans  without 
service-connected  disability 

7,838 

N.A. 

7,838 

580* 

General  assistance  (medical  care 
component) 

0 

4,850 

4,850 

N.A. 

Indian  Health  Services 

1,431 

0 

1,431 

1,160* 
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Bmnmttt   aBt«9ory /program 

Estimatad  axpandi tur*a 

Estimated 
reoipienta 
(thouaanda) 

F*d«iral    Stat*     Total 

Maternal  and  Child  Health 
Services  Block  Grant 

$646 

$413 

$1,059 

N.A. 

Community  Health  Centers 

537 

0 

537 

5,675" 

Title  X  Family  Planning  Services 

150 

N.A. 

150 

4,000" 

Migrant  Health  Centers 

57.6 

0 

57.6 

545" 

Medical  assistance  to  refugees 
and  Cuban/Haitian  entrants 

42.4 

0 

42.4 

43.5 

Medical  car«  t:otal 

$78,529 

$55,503 

$133,032 

" 

Tood  and  nutrition              5; 

"  Average", '■■°; 
,  monthly  ' 
.  recipients 

Food  Stamps 

23,540 

1,378 

24,918 

26,900 

School  Lunch  Program  (free  and 
reduced-price  segments) 

3,895 

N.A. 

3,895 

13,000 

Special  Supplemental  Food  Program 
for  Women,  Infants,  and  Children 

2,600 

N.A. 

2,600 

5,400 

School  Breakfast  Program  (free 
and  reduced  price  segments) 

782 

N.A. 

782 

4,500 

Child  and  Adult  Care  Food  Program 

624 

N.A. 

624 

1,019 

Nutrition  Program  for  the  Elderly 
(no  income  test,  but  preferences 
for  those  with  greatest  economic 
or  social  needs) 

591 

68.1 

659.1 

3,349" 

The  Emergency  Food  Assistance 
Program 

250 

N.A. 

250 

7,500' 

Summer  Food  Service  Program  for 
Children 

203 

N.A. 

203 

1,919 

Commodity  Supplemental  Food 
Program 

90 

N.A. 

90 

343 

Food  Distribution  Program  on 
Indian  Reservations 

84 

N.A. 

84 

119 

Special  Milk  Program  (free 
segment) 

1.7 

N.A. 

1.7 

60 

Food  and  nutrition  total 

$32,661 

$1,446 

$34,107 

" 

23 


290 


APPENDIX    I 


APPEiroiX    I 


Bmnrntit   aatagory/program 

Kstlmat«d 
r*alpl*nta 
(thouaanda) 

rmdmnl           Stat«      Total 

Bousing  ~' 

m:A 

rimita^.doioha'i 

Section  8  Low-Income  Housing 
Assistance 

$12,307 

$0 

$12,307 

2,797' 

Low-Rent  Public  Housing 

5,008 

N.A. 

5,008 

1,409' 

Low-Inc<Mne  Home  Energy  Assistance 

1,500 

94 

1,594 

6,200 

Rural  Housing  Loans 

1,468 

0 

1,468 

25.7 

Section  236  Interest  Reduction 
Payments 

652 

0 

652 

510.6' 

Rural  Rental  Housing  Loans 

573 

0 

573 

15 

Rural  Rental  Assistance 

320 

0 

320 

29.4' 

Heatherization  Assistance 

174 

N.A. 

174 

87 

Section  101  Rent  Supplements 

54 

0 

54 

20' 

Section  235  Homeownership 
Assistance 

45 

0 

45 

98' 

Farm  Labor  Housing  Loans  and 
Grants 

28.7 

0 

28.7 

0.6 

Rural  Housing  Repair  Loans  and 
Grants 

24.1 

0 

24.1 

5.3« 

Rural  Housing  Preservation  Grants 

23 

0 

23 

4.0 

Indian  Housing  Improvenent  Grants 

20.1 

0 

20.1 

1.2' 

Rural  Self-Help  Technical 
Assistance  Grants  and  Site  Loans 

9 

0 

9 

50' 

Home  Investment  Partnerships 

2.7 



2.7 

182 

Boualng  total 

$22,209 

$94 

$22,303 

d 
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B*n«fit  oatagory /program 

Estiaatad  •]q>anditur*a 

KatiBHtt«l 
raoipianta 
(thousanda) 

Fadaral    Stata     Total 

^Sduoatlon  and  training 

xaoipiants"  . 

Stafford  Loans 

$  5,683 

$  0 

$5,683 

5,135 

Pell  Grants 

5,374 

0 

5,374 

4,259 

Head  Start 

2,202 

551 

2,753 

621 

College  Work-Study  Program 

595 

0 

595 

827 

Supplemental  Educational 
Opportunity  Grants 

520 

0 

520 

835 

Federal  TRIO  Programs 

385 

0 

385 

649 

Chapter  1  Migrant  Education 
Program 

308 

N.A. 

308 

417 

Perkins  Loans 

156 

0 

156 

688 

State  Student  Incentive  Grant 
Programs 

63.5 

63.5 

127 

213 

Fellowships  for  Graduate  and 
Professional  Study 

62.8 

0 

62.8 

5.8 

Health  Professions  Student  Loans 
and  Scholarships 

48.3 

0 

48.3 

33.9 

Follow  Through 

8.6 

N.A. 

8.6 

N.A. 

Migrant  High  School  Equivalency 
Program 

8.3 

N.A. 

8.3 

3.5 

Eilender  Fellowships 

4.3 

0 

4.3 

6.3 

College  Assistance  Migrant 
Program 

2.3 

0 

2.3 

0.4 

Child  Development  Associate 
Scholarships 

1.4 

0 

1.4 

5 

Bduoation  subtotal 

$15,423 

$614 

$16,037 

d 

Training  for  Disadvantaged  Adults 
and  Youth 

1,774 

0 

1,774 

602.3 

Simmer  Youth  Employment  and 
Training  Program 

1,183 

0 

1,183 

783 

"For  educational  programs — annual  number  of  recipients, 
training  programs — average  monthly  number  of  recipients. 


25 


292 


APPENDIX   I 


APPENDIX    I 


Banafit  oatagory/prograa 

Katlaatad 
raolpianta 
(thouaanda) 

F*dural     Stat*      Total 

Job  Corps 

$955 

$0 

$955 

64.9 

Job  Opportunities  and  Basic 
Skills  Training  Program 

623 

387 

1,010 

510 

Senior  Community  Service 
Employment  Program 

395 

43.9 

438.9 

65.2 

Foster  Grandparents 

65.6 

29 

94.6 

23.4 

Senior  Companions 

28.7 

16.1 

44.8 

11.9 

Training  vubtotia 

5,024 

476 

5,500 

d 

Kducation  and  txainlng  t»t:al 

$20,447 

$1,090 

$21,537 

i 

S«irvice» 

Hi 

Mil 

3f--?"^'jU'is<ri!fe'i. 

Annuu^'* 
^  nuni>«x  of .,_  ^ 

Social  Services  Block  Grant 
(Title  XX) 

2,800 

2,619 

5,419 

N/A 

Child  Care  and  Development  Block 
Grant 

825 

0 

825 

570* 

AFDC  and  Transitional  Child  Care 

438 

317 

755 

265* 

"At  Risk"  Child  Care  (to  avert 
AFDC  eligibility) 

335 

269 

604 

N.A. 

Community  Services  Block  Grant 

438 

0 

438 

N.A. 

Legal  Services 

350 

0 

350 

N.A. 

Emergency  Food  and  Shelter 
program 

134 

N.A. 

134 

N.A. 

Social  Services  for  Refugees  and 
Cuban/Haitian  Entrants 

25.8 

0 

25.8 

339.8 

Sarvioaa  total 

$5,346 

$3,205 

$8,551 

" 

Orand  total 

$207,566 

$82,314 

$288,880 

d 

Notes: 

•Children  and/or  parents. 

""Annual  number. 

'Families  or  households. 

"Because  of  overlap,  and  in  some  cases  because  of  mixture  of  monthly  and 

annual  numbers  and  mixture  of  dwelling  units,  loans,  grants, 

children,  families,  and  households,  recipient  totals  are  not  shown. 

•Annual  number  of  episodes. 

'Units. 

'Loans  and  grants. 

Source :  Cash  and  Noncash  Benefits  for  Persons  With  Limited  Income: 
Eligibility  Rules,  Recipient  and  Expenditure  Data,  FY  1990-92  (EPW-93-832) , 
Congressional  Research  Service,  Library  of  Congress,  September  15,  1993. 
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RELATED  GAP  PRODUCTS 

INCOME  SUPPORT 

Low-Income  Families;   Comparison  of  Incomes  of  AFDC  and  Working  Poor 
Families  (GAO/T-HEHS-95-63,  Jan.  25,  1995). 

Welfare  to  Work;   Current  AFDC  Program  Not  Sufficiently  Focused  on 
Employment  (GAO/HEHS-95-28,  Dec.  19,  1994). 

Child  Welfare;   HHS  Begins  to  Assume  Leadership  to  Implement  National 
and  State  Systems  (GAO/AIMD-94-37,  June  8,  1994). 

Welfare  to  Work;   JOBS  Participation  Rate  Data  Unreliable  for 
Assessing  States'  Performance  (GAO/HRD-93-73,  May  5,  1993). 

Earned  Income  Tax  Credit;   Effectiveness  of  Design  and 
Administration  (GAO/T-GGD-93-20,  Mar.  30,  1993). 

MEDICAL  CARE 

Medicaid;   A  Program  Highly  Vulnerable  to  Fraud  (GAO/T-HEHS-94-106, 
Feb.  25,  1994), 

Medicaid;   Alternatives  for  Improving  the  Distribution  of  Funds  to 
States  (GAO/HRD-93-112FS,  Aug.  20,  1993). 

Medicaid  Drug  Fraud;  Federal  Leadership  Needed  to  Reduce  Program 
Vulnerabilities  (GAO/HRD-93-118,  Aug.  2,  1993);  testimony  on  same 
topic  {GAO/T-HRD-93-28,  Aug.  2,  1993). 

Medicaid;   Data  Improvements  Needed  to  Help  Manage  Health  Care  Program 
(GAO/IMTEC-93-18,  May  13,  1993). 

Medicaid:   States  Turn  to  Managed  Care  to  Improve  Access  and  Control 
Costs  (GAO/HRD-93-46.  March  17,  1993);  testimony  on  same  topic  (GAO/T- 
HRD-93-10,  March  17,  1993). 

FOOD  AND  NUTRITION 

Food  Assistance;   Potential  Impacts  of  Alternative  Systems  for 
Delivering  Food  Stamp  Program  Benefits  (GAO/RCED-95-13,  Dec.  16, 
1994). 

Food  Assistance;   Information  on  Meal  Costs  in  the  National  School 
Lunch  Program  (GAO/RCED-94-32BR,  Dec.  1,  1993). 

Food  Assistance;   USDA's  Multiprogram  Approach  (GAO/RCED-94-33,  Nov. 
24,  1993). 

Food  Stamp  Program  Provisions  (GAO/RCED-93-70R,  Nov.  25,  1992). 
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HOUSING 

Housing  and  Urban  Development;   Major  Management  and  Budget  Issues 
(GAO/T-RCED-95-89,  Jan.  24,  1995). 

Federally  Assisted  Housing;   Conditions  of  Some  Properties  Receiving 
Section  8  Prolect-Based  Assistance  Is  Below  Housing  Quality  Standards 
(GAO/T-RCED-94-273,  July  26,  1994). 

Public  Housing;   Information  on  Backlogged  Modernization  Funds 
(GAO/RCED-94-217FS,  July  15,  1994). 

Multlfamilv  Housing;   Status  of  HUD's  Multifamilv  Loan  Portfolio 
(GAO/RCED-94-173FS,  Apr.  12,  1994). 

Public  Housing;   Low-Income  Housing  Tax  Credit  as  an  Alternative 
Development  Method  (GAO/RCED-93-31,  July  16,  1993). 

EDUCATION  AND  TRAINING 

Multiple  Employment  Training  Programs;   Ma1or  Overhaul  Needed  to 
Reduce  Costs.  Streamline  the  Bureaucracy,  and  Improve  Results 
(GAO/T-HEHS-95-53,  Jan.  10,  1995). 

JOBS  and  JTPA;   Tracking  Spending  Outcomes  and  Program  Performance 
{GAO/HEHS-94-177,  Jul.  15,  1994). 

Multiple  Employment  Training  Programs;   Overlap  Among  Programs  Raises 
Ouestions  About  Efficiency  (GAO/HEHS-94-193,  Jul.  11,  1994). 

Multiple  Employment  Training  Programs;   Conflicting  Reguirements 
Underscore  Need  for  Change   (GAO/T-HEHS-94-120,  May  10,  1994). 

Multiple  Employment  Training  Programs;   Most  Federal  Agencies  Do  Not 
Know  If  Their  Programs  Are  Working  Effectively  (GAO/HEHS-94-88,  Mar. 
2,  1994). 

SERVICES 

Child  Care;   Narrow  Subsidy  Progreuns  Create  Problems  for  Mothers 
Trying  to  Work  (GAO/T-HEHS-95-69,  Jan.  31,  1995). 

Child  Care;   Child  Care  Subsidies  Increase  Likelihood  That  Low-Income 
Mothers  Will  Work  (GAO/HEHS-95-20,  Dec.  30,  1994). 

Child  Care;   Promoting  Quality  in  Family  Child  Care  {GAO/HEHS-95-36, 
Dec.  7,  1994). 

Child  Care;   Current  System  Could  Undermine  Goals  of  Welfare  Reform 
(GAO/T-HEHS-94-238,  Sept.  20,  1994). 

Child  Care;   Working  Poor  and  Welfare  Recipients  Face  Service  Gaps 
(GAO/HEHS-94-87,  May  13,  1994). 
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Mr.  Chairman  and  Members  of  the  Committee: 

Enormous  budget  pressures  and  widespread  dissatisfaction  with  the  government's 
performance  have  heightened  the  urgency  to  reform  and  modernize  the  operations  of 
federal  agencies.   However,  agencies  are  encountering  tremendous  problems  in 
attempting  to  take  advantage  of  information  technology  to  improve  government  and  cut 
costs.    Meanwhile,  the  American  people  are  becoming  increasingly  frustrated  with 
business  as  usual:  they  want  a  smaller,  more  responsive  government  that  can  live 
within  its  means  and  better  ensure  accountability  for  achieving  real  results. 

Reengineering  and  modem  technology  offer  huge  opponunities  to  reduce  federal  costs 
while  also  improving  the  quality  of  government  services.   Unfortunately,  the  federal 
sector  lags  far  behind  leading  organizations  that  have  used  process  improvement  and 
information  technology  to  cut  costs,  streamline  operations,  and  enhance  service  levels. 
After  having  spent  over  S200  billion  on  information  systems  over  the  past  12  years, 
our  national  government  is  in  the  worst  possible  situation-having  invested  heavily  in 
costly  information  system  projects  that  often  fail  to  produce  dramatic  service 
improvements  or  significant  reductions  in  personnel  and  administrative  costs. 

Moreover,  the  Congress  and  federal  managers  remain  information  poor,  severely 
lacking  in  reliable  data  to  measure  the  costs  and  results  of  agency  operations.   The 
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federal  government  is  still  a  long  way  from  achieving  the  most  basic  fmancial 
accountability  to  the  public-largely  due  to  inadequate  information  systems.   This  has 
been  a  serious  obsucle  preventing  major  departments  and  agencies  from  passing  the 
test  of  an  independent  audit. 

Mr  Chairman,  I  know  you  and  other  members  of  this  Committee  are  deeply  concerned 
about  solving  these  persistent  problems.  The  legislation  supported  by  this  Committee 
has  laid  a  solid  foundation  for  reforming  federal  management  practices.   This  includes 
the  Chief  Financial  Officers  Act  (CFO)  of  1990.  the  Government  Performance  and 
Results  Act  (GPRA)  of  1993.  and  the  Federal  Acquisition  Streamlining  Act  (FASA) 
and  Government  Management  Reform  Act  (GMRA)  of  1994.  The  Committee's 
current  work  to  enhance  the  Paperwork  Reduction  Act  (PRA)  also  will  help  instill 
modem  management  practices  throughout  government. 

Successful  implementation  of  all  these  legislative  initiatives,  however,  hinges  greatly 
on  bringing  our  national  government  into  the  information  technology  age.  Federal 
agencies  must  close  the  large  and  widening  gap  between  the  public's  expectations  for 
efficient,  modern  service  and  the  government's  performance--a  gap  that  is  undermining 
the  effectiveness  and  credibility  of  our  government  institutions.   More  and  more,  the 
American  people  are  enjoying  the  everyday  benefits  of  technology-driven  service 
improvements  in  the  private  sector,  such  as  24-hour  one-stop  customer  service 

2 


302 


numbers,  automated  bank  tellers,  overnight  package  delivery,  and  point-of-sale  or 
telephone  credit  card  payment. 

Americans  are  perplexed  by  their  government's  seeming  inability  to  achieve  similar 
improvements.   Significant  federal  innovations  to  improve  public  convenience  have 
simply  been  too  few  and  far  between.   And  when  innovations  are  attempted,  a  dearth 
of  skills  and  knowledge,  along  with  entrenched  bureaucracies,  often  conspire  to 
produce  failure  or  significandy  degrade  projected  benefits. 

I  strongly  believe  we  must  move  to  a  smaller,  more  efficient  government;  one  that 
stresses  accountability  and  managing  for  results.   But  this  will  require  reengineering 
federal  operations  and  supporting  them  with  modem  information  technology.   As  in 
successful  private  sector  reengineering  efforts,  ambitious  improvement  goals  and 
targets  need  to  be  set  for  the  government  to  focus  attention  and  mobilize  resources  for 
achieving  change. 

The  experiences  of  leading  organizations  also  have  demonstrated  that  information 
technology  must  be  used  wisely  in  conjunction  with  redesigning  business  processes 
that  agencies  use  to  carry  out  their  responsibilities  and  interact  with  the  public. 
Furthermore,  today's  technology  demands  a  highly  skilled  workforce  with  strong 
incentives  to  continually  adapt  and  improve  over  time.   If  these  essential  elements 
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become  more  commonplace,  major  improvements  are  defmitely  attainable  in 
strengthening  accountability,  reducing  costs,  and  enhancing  service  to  the  public. 

Mr.  Chairman,  today  I  will  focus  on 

the  critical  risks  in  how  the  government  is  mismanaging  its  $25  billion  annual 
investment  in  information  technology, 

management  practices  used  by  leading  organizations  to  reduce  the  risks  of  bad 
investments  and  increase  the  chances  of  successfully  exploiting  technology 
opportunities,  and 

actions  that  executive  agencies  and  the  Congress  can  take  now  to  bring  about 
the  type  of  government  that  we  would  all  like  to  see-one  that  is  smaller,  works 
better,  and  costs  less. 

CRITICAL  RISKS  IN  FEDERAL  INFORMATION  TECHNOLOGY  INVESTMENTS 

Our  reports  have  consistently  concluded  that  despite  huge  expenditures,  federal 
agencies  continue  to  lack  critical  information  needed  to  properly  manage  their  funds 
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and  effectively  meet  mission  goals.'   As  a  result,  two  kinds  of  risks  permeate 
government:   ( 1 )  deteriorating  program  performance  and  unnecessary  costs  due  to  the 
failure  to  redesign  outmoded  operations  and  effectively  employ  information  technology 
and  (2)  poor  accountability,  waste,  and  fraud  due  to  inadequate  financial  systems. 

There  is  growing  consensus  that  poor  technology  investments  are  an  extremely  serious 
problem: 

The  General  Services  Administration  (GSA),  in  an  effort  intended  to  highlight 
the  problem  of  failed  technology  investments,  announced  recently  that  it  has 
suspended  procurement  authority  for  $6.8  billion  of  new  information  systems 
and  put  another  $7  billion  on  its  "watch  list." 

--  .     This  Committee,  in  its  report  last  session  on  the  Paperwork  Reduction  Act, 
noted  that  the  government's  huge  technology  investment  is  "seriously 
compromised  by  inadequate  and  irresponsible  systems  planning,  design, 
acquisition,  and  management." 

Senator  Cohen,  of  the  Government  Management  Subcommittee,  released  a 


'  A  listing  of  our  major  reports  on  this  topic  is  contained  in  appendix  I. 
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report  last  year  entitled  "Computer  Chaos"  detailing  dozens  of  examples  of 
failed  information  technology  efforts,  underscoring  how  the  government  uses 
old,  obsolete  computer  systems  while  wasting  millions  of  dollars  in  failed 
modernization  efforts. 

Many  areas  on  the  President's  High-Risk  List  involve  weaknesses  in  financial 
management  or  information  systems.   More  recently,  the  Office  of  Management 
and  Budget's  (0MB)  Circular  A- 130  on  information  resources  management 
noted  the  dangers  of  developing  information  systems  that  merely  improve  the 
efficiency  of  paper-based  processes  that  may  no  longer  be  needed. 

The  administration's  National  Performance  Review  noted  that,  when  it  comes  to 
information  management,  "the  federal  government  is  woefully  behind  the  times. 
unable  to  use  even  the  most  basic  technology  to  conduct  its  business." 

Let  me  now  outline  how  management  problems  are  preventing  the  government  from 
improving  program  performance  and  instilling  financial  accountability. 

Risks  to  Effective  Program.  Performance,  and  Cost  Reduction  Strategies 

While  well-intentioned  and  expensive  computer  modernizations  are  underway  across 
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government,  we  often  find  these  complex  undertakings  are  at  great  risk  due  to  the 
failure  to  ( 1 )  adequately  select,  plan,  and  control  system  and  software  development 
projects,  and  (2)  use  technology  to  simplify  and  reengineer  processes  in  ways  that 
reduce  costs,  increase  productivity,  and  improve  service.    In  fact,  due  to  our  growing 
concern  about  this  issue,  we  are  adding  a  new  category  in  our  own  list  of  high-risk 
areas  that  we  monitor:   major  information  systems  modernization  efforts. 

Examples  of  poor  information  systems  management  have  plagued  efforts  to  improve 
some  of  the  government's  most  critical  activities,  such  as  air  traffic  control  and  tax 
processing. 

After  investing  over  12  years  and  more  than  $2.5  billion,  the  Federal  Aviation 
Administration  (FAA)  chose  to  cut  its  losses  in  its  problem-plagued  $6-billion 
Advanced  Automation  System  (AAS)  by  either  cancelling  or  extensively 
restructuring  elements  of  this  effort  to  modernize  our  nation's  air  traffic  control 
system.   For  example,  a  piece  of  AAS  expected  to  cost  about  $1  billion  and 
intended  to  control  aircraft  in  the  lower  altitudes  around  busy  airports  was 
cancelled  after  spending  $250  million  and  was  replaced  by  another  $1 -billion 
system  development  effort  The  reasons  for  AAS'  problems  include  FAA's 
failure  to  (1)  accurately  estimate  the  technical  complexity  and  resource 
requirements  of  the  effort,  (2)  stabilize  system  requirements,  and  (3)  adequately 
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oversee  contractor  activiues. 

Through  fiscal  year  1995,  the  Internal  Revenue  Service  (IRS)  will  have  spent 
over  $2.5  billion  on  its  S8-billion  Tax  System  Modernization  (TSM)  initiative  to 
automate  selected  tax  processing  functions.   Yet,  as  we  reported  in  1994,  the 
overall  design  of  TSM  remains  incomplete,  and  IRS  is  continuing  to  automate 
existing  functions  with  limited  demonstration  of  how  or  whether  the  pieces  of 
the  system  will  eventually  fit  together  to  improve  tax  processing  overall.   Given 
such  concerns  and  budget  constraints,  the  Congress  reduced  IRS'  fiscal  year 
1995  budget  request  by  $339  million,  and  IRS  has  agreed  to  put  the  needed 
business  and  technical  foundation  in  place  to  better  achieve  TSM's  objectives. 

The  tremendous  potential  of  reengineering  business  functions  prior  to  automating  is 
also  not  being  fully  tapped,  unlike  successful  private  sector  efforts.   For  the 
government  to  reduce  costs,  increase  service,  and  raise  productivity,  new  information 
systems  should  not  be  developed  simply  to  automate  existing  inefficient  or  ineffective 
processes.  This  has  been  a  hard  lesson  for  federal  agencies  to  learn,  as  the  following 
ca.ses  vividly  illustrate. 

In  1993,  die  Department  of  Agriculture  (USDA)  embarked  on  a  $2.6  billion 
project,  called  Info  Share,  designed  to  improve  operations  and  provide  better 
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service  to  farmers,  such  as  supporting  the  esublishment  of  one-stop  Field  Office 
Service  Centers.   However,  we  found  in  1994  that  USDA  was  managing  Info 
Share  primarily  as  a  vehicle  to  acquire  new  information  technology,  rather  than 
as  an  opportunity  to  fundamentally  improve  business  processes.   Key  steps  in 
process  reengineering  were  not  being  followed.   For  example,  senior  USDA 
officials  were  not  involved  in  managing  Info  Share  and  integrating  it  into  the 
Department's  structural  reorganization  efforts-a  key  accountability  shortcoming. 
Nor  did  USDA  adequately  analyze  its  current  business  processes  and  establish 
improvement  goals.   Based  on  our  review.  GSA  withdrew  its  $2.6-billion 
procurement  authority  delegation  for  Info  Share,  and  USDA  has  agreed  to 
refocus  the  program  on  improving  business  processes. 

The  Veterans  Benefits  Administration  (VBA)  embarked  on  a  modernization 
effort  to  speed  up  the  processing  of  veterans'  compensation  claims.   This  effort 
involves  procuring  up  to  $680  million  in  computer  and  conununications 
equipment  and  associated  commercial  software  products.   However,  VBA  did 
not  set  new  performance  goals  and  redesign  its  processes  before  acquiring  this 
equipment  and  software.   In  our  1992  review,  we  determined  that  without  any 
business  process  reengineering,  this  substantial  technology  investment  would 
potentially  eliminate  only  6  to  12  days  from  the  average  of  151  days  it  took 
VBA  to  process  an  original  compensation  claim.   In  1993,  VBA  and  0MB 
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entered  into  an  agreement  to  redirect  the  modernization  program  to  obuin  better 
gains  in  service  delivery  and  cost  reduction. 

In  1989.  the  Department  of  Defense  (DOD)  began  its  Corporate  Information 
Management  (CIM)  initiative  to  streamline  its  operations.   Defense  originally 
estimated  that  CIM  could  save  $36  billion  over  6  years.   To  date,  however.  CIM 
has  achieved  no  demonstrable  savings,  largely  because  it  has  not  focused  on 
making  fundamental  improvements  in  major  DOD  business  processes  that  span 
across  functions.   Instead.  Defense  has  focused  on  trying  to  pick  the  best  of  its 
hundreds  of  existing  automated  systems  and  standardizing  their  use  across  the 
military  components  without  thoroughly  analyzing  the  technical,  cost,  and 
performance  risks  of  this  approach.   As  a  result.  Defense  may  lock  itself  into 
automated  ways  of  doing  business  that  do  not  serve  its  goals  for  the  future  and 
cannot  provide  promised  benefits  and  cost  savings. 

Risks  to  Sound  Financial  Accountability 

As  we  have  testified  on  numerous  occasions  before  this  Committee,  widespread 
weaknesses  in  fmancial  systems  are  crippling  our  government's  ability  to  monitor  and 
manage  its  SI. 3  trillion  in  annual  revenue,  Sl.S  trillion  in  net  outlays,  and  over  a 
trillion  dollars  of  assets.   For  example,  due  to  poor  financial  records  and  systems,  we 
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were  unable  to  express  financial  audit  opinions  for  five  major  agencies~IRS,  U.S. 
Customs  Service,  Army,  Air  Force,  and  Education's  Federal  Family  Education  Loan 
Program.   These  agencies  collect  and  account  for  virtually  all  of  the  government's 
revenues  and  a  substantial  portion  of  its  outlays. 

The  shortcomings  of  poor  financial  accountability  are  alarming.  Our  audits  have 
identified  hundreds  of  billions  of  dollars  in  accounting  mistakes  and  omissions  that 
render  information  provided  to  managers  and  the  Congress  virtually  useless.   More 
often  than  not,  the  information  needed  to  measure  agency  performance  and  costs  is 
either  unavailable  or  unreliable.   The  deficiencies  at  two  major  federal  agencies,  DOD 
and  IRS.  vividly  illustrate  these  problems. 

While  public  confidence  in  our  country's  superior  military  capabilities  is  deserved,  the 
same  cannot  be  said  of  DOD's  ability  to  accurately  account  for  and  manage  its  annual 
budget  of  over  $250  billion  and  over  $1  trillion  in  assets  worldwide.   No  military 
service  or  major  component  of  DOD  has  been  able  to  obtain  an  audit  opinion  because 
(I)  financial  reports  were  not  reliable  despite  hundreds  of  billions  of  dollars  in  audit 
adjustments,  (2)  billions  of  dollars  of  assets  had  not  been  properly  accounted  for,  and 
(3)  countless  problems  were  found  in  performing  basic  bookkeeping  tasks.   For 
example,  DOD  disbursed  $25  billion  to  vendors  that  cannot  be  properly  matched  to  the 
necessary  supporting  documentation  to  determine  whether  the  payments  were  proper. 

11 


311 


DODs  inability  to  adequately  correct  well-known  areas  of  waste  and  vulnerability  also 
is  draining  precious  resources  and  undermining  efforts  to  further  enhance  military 
training  and  readiness.   For  example.  (1)  the  Army  paid  approximately  $8  million  of 
payroll  to  unauthorized  individuals,  including  "ghost"  soldiers  and  deserters,  (2)  the 
Navy  paid  an  estimated  $3  million  to  a  former  Navy  supply  officer  for  108  false 
invoice  claims,  and  (3)  DOD  relies  on  contractors  to  voluntarily  return  hundreds  of 
millions  of  dollars  that  primarily  result  from  overpayments-in  one  6-month  period  in 
fiscal  year  (FY)  1993  contractors  returned  $751  million  and  in  FY  1994  they  returned 
$957  million. 

Similarly,  IRS  has  not  kept  its  own  books  and  records  with  the  same  degree  of 
accuracy  that  it  expects  of  taxpayers.   For  the  last  2  years,  we  have  been  unable  to 
express  an  opinion  on  IRS'  fmancial  statements  due  to  serious  accounting  and  intemol 
control  weaknesses.   For  example,  as  of  September  30,  1993,  IRS  (1)  did  not  have 
reliable  dau  to  help  collect  an  estimated  $29  billion  of  collectible  accounts  receivable, 
and  (2)  had  not  posted  over  $90  billion  in  transactions  to  the  taxpayer  account  balances 
supporting  reported  amounts  or  properly  included  over  $58  billion  in  credit  balances  in 
its  Tmancial  reports. 

Recent  expansion  of  the  CFO  Act  provides  a  good  basis  for  addressing  financial 
accountability  problems.   However,  there  is  still  a  long  way  to  go,  particularly  in  the 
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area  of  developing  integrated,  automated  systems.   As  I  will  discuss  later,  this  area 
provides  an  excellent  opportunity  for  rcengineering.   Without  concerted  efforts  to 
implement  modem  financial  management  systems,  the  Congress  is  at  great  risk  of  not 
being  fully  informed  as  it  attempts  to  exploit  cost  and  public  service  improvement 
opportunities  and  hold  agencies  accountable  for  achieving  results. 

CLOSING  THE  GOVERNNfENTS  PERFORMANCE  GAP:   LEARNING  FROM 
LEADING  ORGANIZATIONS 

To  help  federal  agencies  achieve  their  potential  for  improvement,  GAO  studied  a 
number  of  successful  private  and  public  sector  organizations  to  learn  how  they  reached 
their  own  ambitious  improvement  goals.   In  our  resulting  report,^   we  describe  a 
strategic,  integrated  set  of  fundamental  management  practices  that  were  instrumental  in 
these  organizations'  success.  These  practices  can  be  readily  adopted  by  federal 
agencies. 

The  most  critical  factor  for  success  was  the  leadership  and  personal  commitment  of  top 
executives  to  improve  strategic  information  management.  Successful  leaders 


'Executive  Guide:     Improving  Mission  Performance  Through  Strategic  Information 
Management  and  Technologv--Leaming  From  Leading  Organizations   (GAO/AIMD- 
94-115,  May  1994). 
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approached  information  management  issues  in  a  seamless  fashion:   they  recognized 
that  technology  is  integral  to  providing  the  information  for  effective  decisionmaking 
and  supporting  the  work  processes  that  accomplish  the  organization's  mission.   Figure 
1  below  summarizes  this  critical  interrelationship. 

Figure  1:    Integration  of  Strategic  Management  Issues 
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Top  executives  understood  the  value  of  information  and  information  technology.   They 
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actively  spent  the  time  to  manage  down  risks  and  maximize  the  return  on  scarce 
investment  funds.    These  leaders  managed  through  three  fundamental  areas  of  practice 

First,  they  decided  to  work  differently  by  quantitatively  assessing  performance 
against  the  best  in  the  world  and  recognizing  that  program  managers  and 
stakeholders  need  to  be  held  accountable  for  using  information  technology  well. 
In  contrast,  the  federal  government  frequently  fails  to  benchmark  itself  against 
the  best,  delegates  information  issues  to  technical  staff,  and  sustains  rates  of 
management  turnover  that  seriously  hinder  true  ownership  and  accountability. 

Second,  they  directed  scarce  technology  resources  toward  high-value  uses  by 
reengineering  critical  functions  and  carefully  controlling  and  evaluating  the 
results  of  information  systems  spending  through  specific  performance  and  cost 
measures.   Federal  agencies,  on  the  other  hand,  often  buy  hardware  before  they 
evaluate  their  business  functions,  lack  discipline  and  accountability  for  their 
investments,  and  fail  to  rigorously  monitor  the  results  produced. 

Third,  they  supported  major  cost  reduction  and  service  improvement  efforts  with 
the  up-to-date  professional  skills  and  organizational  roles  and  responsibilities 
required  to  do  the  job.   The  federal  government  all  too  often  is  held  back  by  an 
antiquated  skill  base  and  confused  roles  and  responsibilities  that  consistently 
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inhibit  the  effectiveness  of  major  system  development  and  modemization  efforts. 

Figure  2  below  provides  additional  detail  on  the  specific  practices  within  these 
fundamental  management  areas. 

Figure  2:   Key  Management  Areas  and  Fundamental  Practices 
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It  is  important  to  recognize  that  these  1 1  practices  form  an  integrated  set.   It  is  not 
enough  for  agencies  to  advance  in  only  one  or  two  management  areas.   The  leading 
organizations  were  able  to  transform  their  operations  because  they  implemented  the  full 
range  of  strategic  information  management  practices  needed  to  initiate,  direct,  and 
support  change.   Unless  federal  decisionmakers  engage  in  concerted  efforts  to  learn 
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and  apply  these  practices,  there  is  little  hope  of  bringing  the  federal  government  into 
the  21st  century  at  a  level  of  excellence  comparable  to  other  leading  American 
organizations. 

ACTIONS  FOR  ACHIEVING  REAL  IMPROVEMENT  IN  COST  AND 
PERFORMANCE 

Achieving  true  "order  of  magnitude"  improvements  will  be  a  formidable  undertaking, 
requiring  constancy  of  purpose  and  the  resolve  to  make  tough  decisions.   Many 
cultural  barriers  need  to  be  overcome,  and  near-term  investments  may  be  necessary  to 
gain  continuing,  long-term  cost  reductions.   The  time  frames  for  achieving  substantive 
results  may  span  years,  as  private  sector  experience  has  shown  in  even  the  best  cases. 

The  Importance  of  Goals 

Setting  improvement  goals  is  an  important  step  in  getting  the  government  to  engage 
seriously  in  the  difficult  task  of  change.   Leading  organizations  understand  the  value  of 
setting  aggressive  goals  to  break  through  institutional  complacency  and  stimulate  the 
redesign  of  long-established  business  practices.   Targets  that  call  for  an  "order  of 
magnitude"  improvement  provide  agencies  with  a  powerful  incentive  to  clarify  their 
strategic  goals,  design  work  processes  that  best  suppon  those  goals,  and  create  a 
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streamlined  organizational  structure  staffed  by  a  skilled  and  responsive  workforce. 

Goals  should  be  based  on  a  careful,  fact-based  analysis  of  the  organization's 
performance  and  its  environment.    They  should  be  driven  by  customer  and  stakeholder 
needs,  and  stated  in  measurable  terms  of  cost,  quality,  and  time.    Benchmarking 
against  world-class  organizations  is  important  in  setting  specific  targets  diat  are  both 
aggressive  and  attainable 

Leading  organizations  recognize  that  goal-setting  is  a  dynamic  process.   They 
reexamine  targets  as  needed  without  allowing  refinements  to  become  an  excuse  for 
evading  the  task  of  improvement.   Goals  and  the  goal-setting  process  are  taken 
seriously,  and  top  managers  are  held  accountable  for  setting  the  right  targets-and 
meeting  them. 

Fonunately,  the  federal  government  already  has  a  legislative  mechanism  for 
establishing  and  managing  toward  goals  that  are  necessary  for  fundamental 
improvements  in  program  and  service  delivery.   The  landmark  GPRA  legislation, 
enacted  under  the  leadership  of  this  Committee,  is  intended  to  provide  a  greater  focus 
on  the  results  of  federal  programs.   GPRA  requires  agencies  to  establish  a  strategic 
direction,  systematically  measure  their  performance,  and  publicly  report  on  progress  in 
meeting  their  goals.   The  central  features  of  GPRA-strategic  planning,  performance 
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measurement,  and  public  reporting  and  accouniability-can  serve  as  powerful  tools  for 
changing  the  basic  culture  of  govemntient. 

Improving  the  Federal  Workforce 

The  capabilities  of  people  play  an  important  role  in  achieving  the  highest  levels  of 
performance  improvement  and  cost  savings.  The  federal  government  continues  to  pay 
the  price  for  not  having  an  adequate  cadre  of  professionals  in  the  information 
management  and  Hnancial  management  areas  who  can  help  make  change  happen  and 
improve  the  accountability  of  agencies.  The  private  sector  has  painfully  learned  that 
reengineering  and  streamlining  projects  can  easily  be  delayed,  or  fail,  if  personnel 
issues  are  not  addressed.   In  particular,  three  issues  need  to  be  directly  confronted; 

the  uses  of  information  technology  in  the  workplace  are  becoming  more 
complex,  requiring  higher  levels  of  technical  sophistication  from  the  workforce. 

rapid  technological  changes  lead  to  continually  evolving  opportunities  to 
improve  business  processes,  and 

reengineering  business  processes  necessarily  changes  the  status  quo.  altering 
employees'  roles,  responsibilities  and  skill  needs,  and  changing  or  eliminating  jobs. 
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To  address  these  three  issues,  the  federal  government  needs  to  attract  and  retain 
qualified  people,  especially  in  the  areas  of  financial  and  information  management.   We 
need  a  core  set  of  experienced,  professional  staff  and  managers  who  can  take  full 
advantage  of  opponunities  for  working  with  the  private  sector  through  outsourcing  and 
partnerships  to  improve  federal  information  management.   In  addition,  the  government 
needs  to  develop  a  human  resources  system  that  gives  federal  workers  the  incentives, 
training,  and  support  to  help  them  continually  learn  and  adapt.   Mr.  Chairman,  we 
strongly  endorse  your  civil  service  reform  goal  of  developing  a  highly  skilled, 
educated,  and  trained  workforce  that  is  held  accountable  for  what  they  do  and  are  more 
responsive  to  taxpayers'  needs. 

Information  Management  Initiatives  for  Federal  Acencies 

Little  can  be  achieved  in  streamlining  processes  unless  agency  leaders  take  the 
initiative  to  institutionalize  sound  strategic  information  management  practices.   We 
have  found  that  many  agencies  need  and  want  help  to  close  the  cost  and  performance 
gap  with  the  leading  organizations.   Over  14,000  copies  of  our  report  on  best  practices 
of  leading  organizations  have  been  requested,  and  we  have  given  120  brieflngs  to  over 
2.000  federal  decisionmakers  to  explain  our  work. 
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The  following  steps  are  needed  to  get  these  practices  implemented,  not  just  talked 
about. 

Agencies  should  benchmark  their  cunent  information  management  practices 
against  the  practices  of  successful,  leading  organizations  to  ( 1 )  understand  where 
they  are  deficient  and  (2)  develop  an  action  plan  for  putting  the  leading 
practices  in  place.   We  have  developed  a  methodology  for  agencies  to  use  in 
doing  self-assessments  and  are  working  with  several  agencies,  such  as  the 
Department  of  Housing  and  Urban  Development  and  IRS.  to  help  them  do  this. 

Agencies'  top  executives  must  assert  control  over  technology  investment 
decisions  and  ensure  that  improvement  efforts  are  well-managed  and  directed 
toward  achieving  maximum  value  in  improving  operations.  The  vital  area  of 
information  technology  expenditure  warrants  a  new  level  of  scrutiny- 
govemmentwide-to  determine  just  where  risks  are  highest  and  how  they  then 
can  be  managed  more  effectively.  To  this  end,  we  are  working  with  both  0MB 
and  GSA  to  infuse  more  discipline  and  accountability  into  the  government's 
decisions  regarding  information  technology  expenditures.  For  example.  OMB, 
with  our  assistance,  is  developing  a  guide  to  help  its  budget  examiners 
rigorously  evaluate  technology  investments. 
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Agencies  should  be  held  accountable  for  understanding  what  their  key 
information  assets  are  and  for  protecting  their  value.   This  refers  not  merely  to 
physical  systems  hardware  and  software,  but  to  data  assets  as  well.   In  addition, 
program  managers  themselves  need  to  be  held  accountable  for  managing  the 
information  resources  that  support  their  programs. 

Information  Management  Initiatives  for  the  Congress 

This  Committee  has  played  an  important  role  in  building  consensus  on  the  need  for 
adopting  proven  practices  for  effective  strategic  information  management.   We 
appreciate  the  letter  that  you,  Mr.  Chairman,  and  Senator  Glenn  sent  to  the  heads  of 
agencies  endorsing  the  management  practices  outlined  in  our  study  of  leading 
organizations.   This  stimulated  great  interest  and  support  for  our  fmdings.   For 
example.  0MB  has  incorporated  the  essence  of  these  practices  into  its  revision  of  A- 
130— the  basic  policy  circular  for  federal  information  resources  management. 

This  Committee  can  take  additional  actions  to  strengthen  the  legislative  foundation  that 
it  has  been  building  so  carefully.    Presently,  the  Paperwork  Reduction  Act  provides 
the  primary  legislative  framework  for  managing  information  technology.   In  the  14 
years  since  its  passage,  rapid  changes  in  information  technology  have  occurred-- 
changes  that  now  demand  new  approaches.   We  encourage  the  Committee's  efforts  to 

22 


322 


refine  the  act  and  to  develop  other  legislation  to  improve  accountability  for  information 
technology  investments  and  results.   Such  legislation  at  a  minimum  should: 

require  agencies  to  implement  sound  strategic  information  management 
practices,  such  as  making  sure  that  investments  are  driven  by  effective  business 
plans  aimed  at  reengineering  outmoded  processes  and  that  controls  over  the 
investments  are  in  place, 

emphasize  that  information  management  is  an  integral  part  of  the  government's 
overall  management  responsibility  and  ensure  that  senior  managers  are 
responsible  and  accountable  for  maximizing  the  net  benefits  and  appropriately 
managing  the  risks  associated  with  major  information  systems  initiatives, 

establish  a  chief  information  officer  (CIO)  within  each  agency  to  work  with  the 
agency's  senior  management  to  (1)  define  and  implement  effective  strategic 
management  practices  that  integrate  information  technology  decisions  with 
budget,  financial,  and  program  management  decisions  and  (2)  support  program 
officials  and  the  chief  financial  officer  in  defining  information  needs  and 
developing  strategies  to  meet  those  needs, 

establish  a  CIO  within  0MB  who  can  guide  the  development  of 
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govemmentwide  plans  and  identify  effective  ways  to  better  support  information 
management  within  agencies,  and 

establish  measures  and  accountability  for  achieving  results  from  information 
technology  investments. 

These  would  all  be  positive  steps.   But  given  the  scope  of  the  government's 
performance  problems  and  the  rapid  evolution  of  technology,  broader  legislative 
reforms  may  be  needed.   We  are  working  with  this  Committee  and  Senator  Cohen's 
Subcommittee  in  defining  major  potential  areas  of  reform  and  alternatives  for 
congressional  action. 

Opponunities  to  Improve  Government  Operations 

The  Committee  can  also  keep  the  momentum  for  improvement  going  by  focusing  on 
specific  areas  where  agencies  can  use  reengineering  and  technology  to  improve  service 
delivery  and  reduce  costs.  Current  efforts  at  IRS.  Defense.  Agriculture,  SSA.  and 
VBA  all  have  tremendous  potential  if  properly  designed  and  managed.   In  addition,  it 
is  important  to  consider  opponunities  to  streamline  across  individual  agencies  by 
standardizing  and  consolidating  functions,  such  as  fmancial  management,  logistics, 
payroll,  and  data  center  services,  where  the  private  sector  has  found  a  rich  harvest  of 
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improvement  opponunities.  especially  among  larger  organizations.   Let  me  point  to  a 
few  candidates  that  illustrate  this  vast  potential. 

Increasing  Efficiency  and  Resiwnsiveness  of  Disability  Claims  Processes 

Over  the  next  few  decades,  SSA  will  face  unprecedented  growth  in  the  number  of 
beneficiaries,  placing  its  current  work  processes  under  increasing  stress.   Between  1990 
and  2(X)5.  the  number  of  persons  65  and  over  will  increase  by  4.8  million  and  the 
number  of  disability  insurance  beneficiaries  is  expected  to  more  than  double  to  over 
8.7  million. 

SSA's  ability  to  serve  this  increasing  customer  base  will  depend  greatly  on  its  ability 
to  improve  the  efficiency  and  effectiveness  of  its  work  processes.   For  example.  SSA's 
disability  determination  process  is  highly  inefficient  and  paper-driven.   A  disability 
claim  can  pass  through  as  many  as  26  people  to  reach  an  initial  disability  decision. 
SSA  reports  that  the  average  claimant  waits  up  to  ISS  days  from  first  conuct  with 
SSA  for  an  initial  decision,  although  only  about  13  hours  are  spent  actually  working  on 
a  claim.  The  lenuiinder  of  the  time  is  associated  with  waiting  for  medical  evidence, 
handing  off  the  case  to  the  next  step  in  the  process,  and  waiting  between  steps. 

To  SSA's  credit,  it  has  recognized  the  need  to  improve  service  and  has  initiated  an 
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effort  to  reengineer  its  disability  determination  process  to  reduce  the  average  waiting 
time  to  approximately  60  days.   SSA's  effon  to  reengineer  its  business  processes  is  an 
effon  we  have  encouraged  and  supported.   However,  as  we  reported  in  1994,  SSA's 
previously  planned  SI. 1 23  billion  acquisition  of  64,000  intelligent  workstations  and 
2,200  local  area  netv^'orks  needs  to  be  refocused  to  support  reengineered  operations;  it 
cannot  continue  to  be  directed  at  SSA's  current,  inefficient  work  processes.   Also  a 
business  plan  is  needed  that  addresses  the  resources  necessary  to  adequately  handle 
current  and  future  workloads. 

Unfortunately,  the  inefficiencies  inherent  in  disability  determination  processes  are  not 
unique  to  SSA.  The  Veterans  Benefits  Administration  faces  a  similar  challenge.  In 
1992.  a  veteran  had  to  wait  more  than  a  third  of  a  year  for  an  original  compensation 
claim  to  be  processed,  while  only  about  S  hours  were  actually  spent  working  on  the 
claim.  Most  of  the  remaining  time  involved  the  claim  waiting  in  queue  between  the 
steps  in  the  process. 

The  claims  processing  functions,  such  as  those  at  SSA  and  V6A,  represent  ideal 
candidates  for  reengineering  with  modem  information  technology.   The  gains  in  service 
to  the  public  and  reduced  government  costs  could  be  enormous,  provided  that  the  effort 
is  properly  designed,  implemented,  and  managed.   Similarly,  other  agencies  across  the 
government  have  similar  improvement  opponunities  in  functions,  such  as  processing 
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and  reviewing  loans. 

Reducine  the  Cost  of  Inventory  Management 

For  more  than  a  decade,  leading  businesses  have  been  streamlining  inventory  processes 
and  stocks  on  hand  to  reduce  overhead,  increase  responsiveness,  and  cut  unnecessary 
carrying  costs.  The  federal  government,  however,  has  only  begun  to  take  advantage  of 
this  opportunity.   For  example,  DOD  has  spent  billions  of  dollars  on  excess  supplies, 
burdened  itself  with  the  need  to  maintain  them,  and  failed  to  acquire  the  tools  or 
expertise  needed  to  manage  them  effectively.    In  September  1993,  DOD  reported  that 
although  it  had  an  inventory  of  $77.5  billion,  about  S36.3  billion,  or  about  47  percent, 
of  the  inventory  represented  items  not  needed  to  be  on  hand  to  support  current 
operating  requirements. 

DOD  generally  agrees  that  it  could  lower  costs  and  reduce  inventories  by  using 
commercial  practices.   For  example,  DOD  stores  duplicate  inventories  of  construction, 
general,  and  industrial  supplies  at  wholesale  and  retail  locations.   In  contrast,  private 
sector  companies  encourage  direct  delivery  of  supplies  to  industrial  centers  by  locating 
suppliers  at  "supplier  parks"  near  the  centers,  and  by  streamlining  the  ordering,  bill 
paying,  and  distribution  processes  through  the  use  of  electronic  data  interchange 
systems.   The  Defense  Logistics  Agency  (DLA)  is  currently  implententing  some 
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commercial  practices.  For  example,  DLA  has  implemented  a  prime  vendor  program 
for  medical  supplies  which  has  reduced  overall  wholesale  inventories  by  $400  million 
and  is  achieving  cost  reductions  to  military  hospitals  nationwide. 

Improving  Accountability  Through  Effective  Financial  Management  Systems 

The  antiquated,  inefficient  financial  systems  of  the  federal  government  are  excellent 
candidates  for  reengineering  through  information  technology.   For  example,  according 
to  0MB.  34  percent  of  agency  financial  management  systems  are  over  10  years  old.  54 
percent  fail  to  meet  agencies'  processing  requirements,  and  51  percent  do  not  meet 
internal  reporting  requirements.   The  private  and  public  sector  have  achieved 
significant  cost  reductions  and  improved  service  through  financial  management  systems 
redesign  efforts.    For  example: 

Electronic  Data  Services  Corp.  (EDS)  changed  its  accounts  payable  process 
from  a  paper-burdened  process  requiring  a  series  of  reviews  between  the  field 
and  central  offices  to  a  paperless  central  on-line  computer  system,  resulting  in  a 
50-percent  reduction  in  staff  and  a  75-percent  reduction  in  costs. 

Minnesou's  Department  of  Revenue  reponed  redesigning  its  sales  tax  system  to 
achieve  ( 1 )  faster  resolution  of  delinquent  filings  and  payments,  which  resulted 
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in  S4.3  million  in  increased  receivable  collections.  (2)  $50  niillion  in  taxes 
received  through  increased  compliance,  and  (3)  over  $900,000  in  reduced 
operating  costs. 

Other  Potential  Opportunities  for  Cost  Reduction  and  Service  Improvement 

The  administration's  National  Performance  Review  (NPR).  which  builds  on  many  past 
efforts  to  target  areas  for  improvement,  identified  numerous  opportunities  for  federal 
agencies  to  work  better  and  with  lower  costs.   Some  of  these  opportunities  involve 
improving  functions  like  debt  collection  at  the  Departments  of  Treasury,  Justice,  and 
State,  to  increase  collection  rates  as  well  as  reduce  redundancies  in  personnel  and 
administrative  infrastructure.   Others  involve  streamlining  field  office  operations,  like 
those  at  USDA,  to  eliminate  unnecessary  offices,  data  centers,  and  telecommunications 
networks,  in  order  to  reduce  costs  and  better  serve  the  public.   Over  40  percent  of  the 
projected  cost  savings  of  the  NPR  efforts  depend  on  implementing  ideas  involving 
reengineering  with  information  technology. 

Although  most  of  these  opportuiuties  as  yet  remain  unachieved,  NPR  is  taking  initial 
steps  toward  meaningful  cost  and  service  improvements.   It  is  sending  a  strong  signal 
to  agencies  on  the  need  to  change  and  is  encouraging  creative  solutions  to  existing 
problems.   NPR  is  also  beginning  to  define  customer  service  requirements--a  critically 
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important  activity.    As  we  note  in  our  recent  review  of  NPR,  many  of  its  improvement 
proposals  warrant  consideration  and  further  illustrate  the  potential  benefits  that  a 
modem  government  could  offer. 


At  your  request,  we  are  working  with  this  Committee  to  assess  and  prioritize  a  wide 
range  of  functional  and  programmatic  areas  that  can  be  redesigned,  consolidated, 
privatized,  or  eliminated  altogether.   Our  work  includes  selecting  a  priority  group  of 
target  opponunities.  analyzing  the  relevant  business  processes,  benchmarking  them 
against  world-class  organizations  with  similar  processes,  and  quantifying  potential  cost 
savings.   We  plan  to  report  back  to  the  Committee  on  our  progress  with  this  effort  in 
the  spring. 

Mr.  Chairman.  I  look  forward  to  working  with  this  Committee  as  it  strives  for  a  better 
managed  government.   We  would  be  glad  to  answer  any  questions  that  you  or  other 
members  of  the  Committee  may  have  at  this  time. 
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APPENDIX  1:    RELATED  GAP  PRODLCTS 

Governmentwide 

Reengineering  Oreanizations:    Results  of  a  GAP  Symposium  (GAP/NSIAD-95-34, 
Dec.  13.  1994). 

Management  Reform:    Implementation  of  the  National  Performance  Review's 
Recommendations  (GAP/PCG-95-1.  Dec.  5,  1994). 

Executive  Guide:    Improving  Mission  Performance  Through  Strategic  Information 
Management  and  Technolocv-Learning  From  Leading  Prganizations  (GAP/AIMD-94- 
115.  May  1994). 

Improving  Government:   GAP's  Views  on  H.R.  3400  Management  Initiatives 
(GAO/T-AIMD/GGD-94-97.  Feb.  23,  1994). 

Management  Reforms:    Examples  of  Public  and  Private  Innovations  to  Improve 
Service  Delivery  (GAP/AIMD/GGD-94-90BR.  Feb.  11.  1994). 

Improving  Government:    Actions  Needed  to  Sustain  and  Enhance  Management 
Reforms  (GAP/T-PCG-94-l.  Jan.  27.  1994). 

Information  Resources:   Summary  of  Federal  Agencies'  Information  Resources 
Management  Problems  (GAP/IMTEC-92-13FS.  Feb.  13.  1992). 
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Financial  Management  issues 

Financial  Audits:   CFO  Implementation  at  IRS  and  Customs  (GAO/T-AIMD-94-164. 
July  28.  1994). 

Financial  Management:   Status  of  CFO  Act  Implementation  at  the  Department  of  the 
Treasury  (GAOjT-A1MD-94-1S7.  July  13.  1994). 

Financial  Audit:    Federal  Family  Education  Loan  Program's  Financial  Statements  for 
Fiscal  Years  1993  and  1992  (GAO/AIMD-94-131.  June  30.  1994). 

Financial  Management:   CFO  Act  Is  Achieving  Meaningful  Progress 
(GAO/T-AIMD/GGD-94-149.  June  21,  1994). 

Financial  Audit:   E.xamination  of  Customs'  Fiscal  Year  1993  Financial  Statements 
(GAO/AIMD-94-119.  June  15,  1994). 

Financial  Audit:   Examination  of  IRS'  Fiscal  Year  1993  Financial  Statements 
(GAO/AIMD-94- 120.  June  15,  1994). 

Financial  Management:   DOD's  Efforts  to  Improve  Operations  of  the  Defense  Business 
Operations  Fund  (GAO/T-AIMD-94-146.  Mar.  24.  1994). 

Financial  Management:   Control  and  System  Weaknesses  Continue  to  Waste  DOD 
Resources  and  Undermine  Operations  (GAO/T-AIMD/NSIAD-94-I54.  Apr.  12,  1994). 
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APPENDIX  1:    RELATED  GAP  PRODLCTS 

Governmentwide 

Reengineerine  Orcanizations:   Results  of  a  GAP  Symposium  (GAP/NSIAD-95-34, 
Dec.  13,  1994). 

Management  Reform     Implementotion  of  the  National  Performance  Review's 
Recommendations  (GAP/PCG-95-l.  Dec.  5.  1994). 

Executive  Guide:    Improving  Mission  Performance  Through  Strateeic  Information 
Management  and  Technologv--Leaming  From  Leading  Prganizations  (GAP/AIMD-94- 
115.  May  1994). 

Improving  Government:   GAP's  Views  on  H.R.  3400  Management  Initiatives 
(GAP/T-AIMD/GGD-94-97,  Feb.  23.  1994). 

Management  Reforms:   Examples  of  Public  and  Private  Innovations  to  Improve 
Service  Delivery  (GAP/AIMD/GGD-94-90BR.  Feb.  11.  1994). 

Improving  Government:   Actions  Needed  to  Sustain  and  Enhance  Management 
Reforms  (GAO/rr-PCG-94-1.  Jan.  27.  1994). 

Information  Resources:   Summary  of  Federal  Agencies'  Information  Resources 
Management  Problems  (GAP/IMTEC-92-13FS.  Feb.  13.  1992). 
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Financial  Management  issues 

Financial  Audits:   CFO  Implenientatijn  at  IRS  and  Customs  (GAO/T-AIMD-94-164. 
July  28,  1994). 

Financial  Management:   Status  of  CFO  Act  Implementation  at  the  Department  of  the 
Treasury  (GAO/T-AIMD-94-157.  July  13.  1994). 

Financial  Audit:    Federal  Family  Education  Loan  Program's  Financial  Statements  for 
Fiscal  Years  1993  and  1992  (GAO/AIMD-94-131.  June  30.  1994). 

Financial  Management:   CFO  Act  Is  Achieving  Meaningful  Progress 
(GAO/T-AIMD/GGD-94-I49.  June  21,  1994). 

Financial  Audit:   E.xamination  of  Customs'  Fiscal  Year  1993  Financial  Statements 
(G.AO/AIMD-94-119.  June  15.  1994). 

Financial  Audit:   Examination  of  IRS'  Fiscal  Year  1993  Financial  Statements 
(GAO/AIMD-94- 120.  June  15.  1994). 

Financial  Management:   DOD's  Efforts  to  Improve  Operations  of  the  Defense  Business 
Operations  Fund  (GAO/T-AIMD-94-146.  Mar.  24.  1994). 

Financial  Management:   Control  and  System  Weaknesses  Continue  to  Waste  DOD 
Resources  and  Undermine  Operations  (GAO/T-AIMD/NSIAD-94-154.  Apr.  12.  1994). 
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Financial  Management:    IRS  Lacks  Accountability  Over  Its  ADP  Resources 
(GAO/AIMD-93-24,  Aug.  5,  1993). 

Financial  Management:    POD  Has  Not  Responded  Effectively  to  Serious.  Long- 
standing Problems  (GAO/T-AlMD-93-1.  July  1.  1993). 

Financial  Audit:   Examination  of  Army's  Financial  Statements  for  Fiscal  Years  1992 
and  1991  (GAO/AlMD-93-1.  June  30.  1993). 

Financial  Management  Issues  (GAO/OCG-93-4TR.  December  1992). 

Financial  Management:    NASA's  Financial  Reports  Are  Based  on  Unreliable  Data 
(GAO/AFMD-93-3.  Oct.  29.  1992). 

Financial  Audit:    Aggressive  Actions  Needed  for  Air  Force  to  Meet  Objectives  of  the 
CFO  Act  (GAO/AFMD-92-12.  Feb.  19.  1992). 

Department  of  Defense 

Defense  Management:   Impediments  Jeopardize  Logistics  Conx?rate  Information 
Management  (GAO/NSIAD-95-28.  Oct.  21.  1994). 

POD'S  CALS  Initiative  (GAO/AIMD-94-197R.  Sept.  30.  1994). 

Commercial  Practices:   Opportunities  Exist  to  Enhance  DOD's  Sales  of  Surplus 
Aircraft  Parts  (GAO/NSIAD-94-189.  Sept.  23.  1994). 
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POD  Procurement:    Overpayments  and  Underpayments  at  Selected  Contractors  Show 
Vtaior  Problem  (GAO/NSIAD-94-245.  Aug.  5.  1994). 

Commercial  Practices:   POD  Could  Reduce  Electronics  Inventories  bv  Using  Private 
Sector  Techniques  (GAO/NSIAD-94-110,  June  29.  1994). 

Army  Inventory:   Opportunities  Exist  for  Additional  Reductions  to  Retail  Level 
Inventories  (GAO/NSIAD-94-129,  June  6.  1994). 

Army  Inventory:   More  Effective  Review  of  Proposed  Inventory  Buys  Could  Reduce 
Unneeded  Procurements  (GAO/NSIAD-94-130.  June  2.  1994). 

Defense  ADP  Consolidation  (GAO/AIMD-94-85R.  Apr.  26,  1994). 

Defense  Management  Initiatives:   Limited  Progress  in  Implementing  Management 
Improvement  Initiatives  (GAO/T-AIMD-94- 105.  Apr.  14.  1994). 

Defense  Management:   Stronger  Support  Needed  for  Corporate  Information 
Management  Initiative  to  Succeed  (GAO/AIMD/NSL\D-94-101.  Apr.  12.  1994). 

Defense  Procurement:   Millions  in  Overpayments  Returned  bv  Contractors 
(GAO/NSIAD-94-106.  Mar.  14.  1994). 

Corporate  Information  Management:   Shortcomings  in  Defense's  Dato  Administration 
Iniuative  Must  Be  Addressed  (GAO/AIMD-93-16,  July  19.  1993). 
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POD  Computer  Contracting:    Inadequate  Management  Wasted  Millions  of  Dollars 
(CAOAMTEC-93-31.  June  25.  1993). 

Defense  Weaiwns  Systems  Acquisition  (GAO/HR-93-7,  December  1992). 

Defense  Inventory  Management  (GAO/HR-93-12.  December  1992). 

Defense  ADP:   Corporate  Information  Management  Must  Overcome  Major  Problems 
(GAO/lMTEC-92-77,  Sept.  14,  1992). 

Internal  Revenue  Service 

Tax  System  Modernization:   Status  of  Planning  and  Technical  Foundation 
(GAOyT-AIMD/GGD-94-104,  Mar.  2.  1994). 

IRS  Information  Systems:   Weaknesses  Increase  Risk  of  Fraud  and  Impair  Reliability 
of  Management  Information  (GAO/AIMD-93-34,  Sept.  22,  1993). 

Ta.x  Administration:    Achieving  Business  and  Technical  Goals  In  Tax  Systems 
Modernization  (GAO/T-GGD-93-24,  Apr.  27,  1993). 

Tax  Administration:   Opportunities  to  Increase  the  Use  of  Electronic  Filing 
(GAO/GGD-93-40,  Jan.  22,  1993). 

Tax  Administration:   IRS  Can  Improve  Controls  Over  Electronic  Filing  Fraud 
(GAO/GGD-93-27.  Dec.  30.  1992). 
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Internal  Revenue  Service  Receivables  (GAO/HR-93-13.  December  1992). 

Tax  System  Modernization:   Update  on  Critical  Issues  Facing  IRS  (GAO/T-IMTEC- 
92-18.  May  13.  1992). 

Social  Security  Administration 

Social  Security  Administration:    Risks  Associated  With  Information  Technology 
Investment  Continue  (GAO/AIMD-94-143.  Sept  19.  1994). 

Social  Security  Administration:   Major  Changes  in  SSA's  Business  Processes  Are 
Imperative  (GAO/T-AIMD-94-106.  Apr.  14.  1994). 

Medicare:   New  Claims  Processing  System  Benefits  and  Acquisition  Risks 
(GAO/HEHS/AIMD-94-79.  Jan.  25.  1994). 

Welfare  Programs 

Prescription  Drugs:    Automated  Prospective  Review  Systems  Offer  Potential  Benefits 
for  Medicaid  (GAO/AIMD-94-130,  Aug.  5.  1994). 

Child  Welfare:   HHS  Begins  to  Assume  Leadership  to  Implement  National  and  State 
Systems  (GAO/AIMD-94-37.  June  8.  1994). 

Welfare  to  Work:   JOBS  Automated  Systems  Do  Not  Focus  on  Program's 
Emoloyment  Objective  (GAO/AIMD-94-44.  June  8,  1994). 
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Automated  Welfare  Systems:    Historical  Costs  and  Projections  (GAO/AIMD-94-52FS, 
Feb.  25.  1994). 

Department  of  Veterans  Affairs 

Veterans  Benefits:   Redirected  Modernization  Shows  Promise  (GAO/AIMD-94-26. 
Dec.  9,  1993). 

Veterans  Benefits:   Acquisition  of  Information  Resources  for  Modernization  Is 
Premature  (GAO/IMTEC-93-6,  Nov.  4,  1992). 

Department  of  Commerce 

Weather  Forecastine:   Systems  Architecture  Needed  for  National  Weather  Service 
Modernization  (GAO/AIMD-94-28,  Mar.  11,  1994). 

Patent  And  Trademark  Office:   Key  Processes  for  Managing  Automated  Patent  System 
Development  Are  Weak  (GAO/AIMD-93-15.  Sept.  30.  1993). 

Department  of  Aericulture 

L'SDA  Restructuring:   Refocus  Info  Share  Program  on  Business  Processes  Rather  Than 
Technology  (GAO/AIMD-94-156.  Aug.  5.  1994). 


37 


337 


Department  of  Housing  and  Urban  Development 

HUD  Information  Resources:   Strategic  Focus  and  Improved  Management  Controls 
Needed  (GAO/AIMD-94-34.  Apr.  14.  1994). 


Federal  Aviation  Administration 

Advanced  Automation  System:   Implications  of  Problems  and  Recent  Changes 
(GAO/T-RCED-94-188.  Apr.  13,  1994). 

Environmental  Protection  Agency 

Environmental  Protection:   EPA's  Plans  to  Improve  Longstanding  Information 
Resources  Management  Problems  (GAO/AIMI>-93-8.  Sept  16,  1993). 

Department  of  Energy 

Department  of  Energy:   Better  Information  Resources  Management  Needed  to 
Accomplish  Missions  (GAO/IMTEC-92-53.  Sept.  29.  1992). 


(510976) 
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Post-Hearing  Questions  by  Senalur  (ilenn 
Questions  for  Mr.  Bowsher 


1. Streamlining  is  now  a  priority  for  all  agencies  and  IT  moderni/ation  is  central  to  most 
streamlining  goals. 

A.  Given  your  testimony  alwut  poor  IT  planning,  to  what  extent  will  agencies  really  be 
able  to  meet  their  streamlining  goals?   l)o  you  have  some  examples  of  problem  areas? 

Response:   Streamlininj:  plans  are  currently  being  developed  by  the  federal  agencies.   We 
have  not  reviewed  any  yet,  but  when  the  plans  are  completed,  we  will  be  focusing,  among 
other  things,  on  the  critical  interrelationship  between  IT  modernization  and  the  streamlining 
goals.   One  of  the  key  things  we  will  look  for  is  whether  IT  investments  are  being  used  to 
support  redesigned  business  processes,  rather  than  simply  automating  old  and,  potentially, 
highly  inefficient  proces.ses.    Ultimately,  the  ability  of  agencies  to  integrate  IT  and 
streamlining  depends  on  their  strategic  management  proces.ses.    In  the  past,  we  have  found 
these  strategic  management  processes  to  be  seriously  inadequate.   The  current  reauthorization 
of  the  Paperwork  Reduction  Act  offers  a  good  legislative  framework  to  integrate  all  the  key 
elements  of  strategic  management,  such  as  strategic  planning,  infonnation  planning, 
budgeting,  and  financial  management. 

B.  Are  there  any  examples  of  streamlining  plans  that  are  at  odds  with  IT  plans  and  are 
there  any  agency  streamlining  plans  tied  to  clearly  underfunded  or  very  poorly  planned 
IT  modernizations  efforts? 

Restwnse:    Several  of  the  areas  that  I  highlight  in  my  testimony--USDA's  Info  Share 
initiative.  Veterans  Benefits  Administration's  claims  process  modernization,  and  SSA's 
construction  of  a  large  personal  computer  network-provide  examples  of  key  problems  in  this 
regard.    We  continue  to  find  cases  of  agencies  that  embark  on  large-scale  technology 
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purchases  without  Tirst  considering  the  need  to  modernize  the  basic  business  and  service 
delivery  processes  that  the  new  technology  is  to  support.  Given  the  need  to  maximize  the 
return  on  the  government's  IT  investments,  it  is  critical  that  IT  modemizations  both  be  driven 
by  and  support  the  modernization  of  the  agencies'  core  business  processes. 


2.         In  your  testinHmy,  you  mentioned  creating  a  new  "high  risk"  category  for 
vulnerable  IT  initiatives. 

A.   What  IT  investment  programs  are  on  the  verge  of  collapse? 

Restx)nse:   Our  high  risk  report  includes  4  major  IT  initiatives.   Each  is  in  a  different  phase 
of  development  and  is  on  our  list  for  different  rea.sons.   (I )  FAA's  air  traffic  control  (ATC) 
modernization  project  covers  all  parts  of  the  $36  billion  effort  to  overhaul  the  nation's  air 
traffic  control  system  and  includes  the  remainders  of  the  Advanced  Automation  System, 
components  of  which  were  canceled,  replaced,  and/or  restructured.   That  system  failed 
becau.se  FAA  did  not  recognize  the  technical  complexity  of  the  effort,  realistically  estimate 
the  re.source  required,  adequately  oversee  its  contractors*  activities,  or  effectively  control 
system  requirements.   (2)  IRS's  Tax  Systems  Modernization  (TSM)  initiative  is  intended  to 
automate  existing  problem-plagued  functions.  To  date.  IRS  has  demonstrated  only  a  limited 
understanding  of  whether  or  how  different  systems  will  eventually  connect  to  improve  tax 
processing  overall.   Through  fiscal  year  1995,  IRS  will  have  spent  or  obligated  over  $2.5 
billion  on  this  $8  billion  initiative.   (3)  IX)D's  Corporate  Information  Management  (CIM) 
initiative  was  estimated  by  DOD  to  .save  billions  by  streamlining  the  department's  operations 
and  managing  resources  more  effectively.   However,  the  results  to  date  have  been  mixed. 
Defense  has  largely  been  consumed  with  trying  to  pick  the  best  of  its  hundreds  of  existing 
automated  systems  and  standardizing  their  use  across  militaiy  components.  As  a  result,  DOD 
is  spending  some  $3  billion  annually  to  develop  and  modernize  automated  information 
systems,  while  major  Defen.se  business  proces.ses  supported  by  these  systems—such  as 
personnel,  payroll,  inventory  management,  supply  distribution,  and  contract  administration- 
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have  not  been  examined  for  business  process  recngineeriny  opportunities.   (4)  The  National 
Weather  Service's  program  to  modernize  its  weather  observing,  information  processing,  and 
communications  systems  was  originally  expected  to  be  completed  in  1994,  but  it  now 
estimated  not  to  be  completed  until  1999.    Also,  the  system  that  is  to  be  the  centerpiece  of 
the  modernization  has  recently  experienced  design  problems  and  is  being  restructured. 
Additionally,  the  many  .systems  comprising  the  modernization  have  long  proceeded  without 
the  benefit  of  an  overall  architecture  to  guide  their  design,  development,  and  evolution.   This 
has  negatively  affected  the  modernization's  cost  and  performance  by  requiring  additional 
resources  to  acquire,  interconnect,  and  maintain  hardware  and  software. 

B.   Which,  if  any,  should  be  stopped? 

Response:    All  of  these  initiatives  are  complex  and  composed  of  several  parts.    It  is  important 
to  look  at  their  component  projects  to  make  such  determinations.    We  will  continue  our 
detailed  evaluation  of  these  initiatives  and  plan  to  identify  which  component  projects  to  stop, 
which  to  slow  or  curtail,  and  which  to  move  ahead. 


3.  The  National  Performance  Review  proposed  using  franchise  and  innovation 
funds,  and  our  Government  Management  Reform  Act  of  1994  authorized  franchise  fund 
pilots.   Should  agencies  be  looking  for  new  or  different  ways  to  finance  IT  investments? 

Response:     We  are  definitely  spending  enough  now  on  IT.   The  problem  is  not  a  lack  of 
revenue  sources  for  new  projects.    Instead,  we  need  to  focus  attention  on  redirecting  funds  to 
projects  that  use  modem  management  practices  and  business  process  reengineering  to  achieve 
major  improvements  in  program  performance. 

4.  GAO  has  been  following  DOD's  Corporate  Information  Management  (CIM) 
initiative  for  years.   And  there  has  been  one  problem  after  another. 
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A.  What  does  the  CIM  experience  tell  us  abuut  reengineering  and  IT 
modernization  efforts?   Can  a  real  overarching  CIM-like  approach  actually 
work?   If  DOD  can't  do  it,  who  can? 

Response:   Defense's  experience  with  CIM  shows  what  happens  when  information  technology 
assumes  a  lead  rather  than  a  supporting  role  in  implementing  reengineering  in  an 
organization.  The  greatest  benefits  come  from  wholesale  changes  to  the  business  processes, 
yet  Defense  has  focused  most  of  its  efforts  and  money  on  standardizing  information  systems. 
Information  technology  can  enable  change  and  significantly  contribute  to  reengineering 
efforts,  but  only  after  critical  strategic  and  business  decisions  are  made.   While  the 
Department  touts  its  over  200  reengineering  projects,  these  tend  to  be  small,  bottom-up 
driven,  incremental  improvement  projects  that  the  Depaninent  is  having  difficulty 
implementing.   Defense  seems  convinced  that  significant  process  improvements  will  be 
achieved  simply  by  "migrating"  to  standard  information  systems.    However,  based  on  our 
private  sector  "best  practices"  work,  we  do  not  believe  this  to  be  true.    If  Defense  follows  its 
current  course  of  action,  it  will  waste  billions  trying  to  implement  systems  that  automate 
inefficient  and  outdated  processes-systems  that  have  only  a  marginal  return  on  investment. 
Moreover,  it  will  be  missing  opportunities  for  greater  efficiency  and  significant  savings 
possible  through  reengineering. 

An  overarching  CIM-like  approach  can  work,  but  not  the  way  Defense  is  implementing  it. 
Missing  are  top-management  commitment  to  "champion"  and  manage  the  change  process  and 
a  strategic  information  management  framework  to  help  ensure  its  success.    Defense  is  a  very 
complex  organization,  and  CIM  involves  every  business  and  administrative  operation  within 
all  of  its  functional  areas.   Responsibility  for  CIM  policy  and  direction  resides  with  Defense's 
senior  IRM  official,  but  he  does  not  control  the  functional  processes  to  be  reengineered  or  the 
resources  needed  to  reengineer  them.  These  belong  to  the  military  services  and  defense 
agencies.  Therefore,  strong  leadership  from  the  Secretary  of  Defen.se  and  the  Chairman  of 
Joint  Chiefs  of  Staff  is  essential  to  achieve  Department-wide  buy-in  to  the  change  process. 
Their  personal  commitment  and  continuous  involvement  are  needed  to  make  tough  decisions 
such  as  selecting  among  alternatives,  accepting  risks,  and  overcoming  resistance  to  change. 
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Also,  a  comprehensive  and  consistent  strategic  information  management  framework  could 
help  institutionalize  CIM.  and  coordinate  it  with  the  numerous  other  management  reform 
initiatives  ongoing  in  various  sectors  of  the  Department. 

B.  What  should  be  dune  with  CIM?   What  are  upliuns? 

Response:   Defense  should  drastically  scale  back  its  implementation  of  CIM  until  it 
implements  an  integrated  management  framework  within  the  PPBS  that  links  reengineering 
efforts  with  information  technology  modernization  efforts.   This  framework  must  show  the 
commitment  of  the  Secretary  of  Defen.se  and  the  Chainnan  of  the  Joint  Chiefs  of  Staff  and 
ownership  by  the  ClNCs,  Services,  and  Defen.se  Agencies  who  must  be  the  champions  of 
major  changes  and  take  on  full  responsibility  and  accountability  for  their  implementation. 
Without  such  a  framework.  Defense's  reengineering  efforts  will  stay  as  "paper  exercises"  that 
are  unfunded  and  not  implemented.  The  ClNCs,  Services,  and  Defense  Agencies,  will  not 
buy-in  to  changes  until  they  .see  the  benefits  to  their  mission  outcomes  e.g.,  shifting  resources 
from  overhead  to  operations.   The  Secretary  and  the  Chairman  must  provide  leadership  that 
includes  incentives  and  rewards  to  obtain  buy-in  to  the  overall  change  process. 

After  this  framework  is  established,  reengineering  efforts  should  be  scaled  back  to  focus  on  a 
few  select  processes  that  are  central  to  Defense's  operations.   These  projects  should  be  high 
impact,  high  return  and  executable.  To  force  dramatic  change,  the  Secretary  and  the 
Chairman  should  require  drastic  changes  in  the  selected  proce.s.ses  such  as  a  SO  percent  cost 
reduction  or  a  lO-fold  decrease  in  cycle  time.   Information  technology  modernization  funds 
should  be  cut  from  ongoing  programs  not  supported  by  reengineering  and  transferred  into 
readiness  accounts  to  support  unfunded  requirements. 


5.         GAO  has  reported  on  problems  with  DOD's  Defense  Finance  and  Accounting 
Service  (DFAS)  systems  consolidation  efforts,  such  as  the  DKAS  systems  "migration  " 
strategy. 
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A.  What  is  your  level  of  confidence  in  the  DFAS  migration  efforts? 

Response:   We  do  not  have  a  high  level  of  confidence  that  DFAS'  migration  efforts  will 
significantly  improve  its  accounting  and  finance  operations.   Problems  that  have  plagued 
Defense  in  the  past,  such  as  untimely  and  inaccurate  financial  data,  still  exist.   Moreover,  the 
migration  strategy  suffers  from  the  same  shortcomings  I  discussed  concerning  CIM.   The 
migration  strategy  involves  standardizing  on  existing  systems  without  first  reengineering 
processes.    Under  this  approach,  it  is  questionable  whether  DFAS  will  achieve  significant 
productivity  gains,  cost  savings,  or  accountability  improvements.    In  addition,  accounting 
systems  are  first  being  standardized  within  each  military  service.   While  DFAS  plans  to 
eventually  develop  Department- wide  systems,  this  will  take  many  years  to  complete.   The 
current  strategy  will  continue  to  perpetuate  strong  service  oriented  processes  and  cultures  and, 
thus,  exacerbate  any  productivity  gains  made  possible  through  standardization  and 
consolidation. 

Over  the  past  20  years,  the  military  services  and  DFAS  have  not  had  many  success  stories  on 
(1)  developing  and  implementing  new  financial  systems  or  (2)  improving  the  existing 
systems.   For  example,  our  work  on  the  .$77  billion  annual  operations  of  the  Defense  Business 
Operations  Fund  (DBOF)  has  shown  that  the  Fund's  «()  systems  have  never  produced  accurate 
and  reliable  data.   DOD  acknowledges  the  problems,  and  selected  1 2  standard  migration 
systems  to  account  for  DBOF's  resources.   However,  these  systems  were  selected  before 
performing  a  functional  economic  analy.sis  to  evaluate  process  requirements  and  problems, 
proposed  solutions,  alternatives,  constraints,  life  cycle  costs,  benefits,  and  risks.   In  our  March 
1995  report  on  DBOF,  we  recommended  that  DOD  prepare  a  functional  economic  analysis  for 
each  of  these  systems  prior  to  authorizing  of  funds  to  implement  them. 

B.  What  about  DFAS'  ultimate  plan  for  reengineering  and  a  CIM  solution  for 
its  systems? 
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Response:    Implementing  sweeping  management  refonn  initiatives  like  CIM  is  extremely 
difficult.   DFAS'  implementation  approach  should  shift  more  effort  to  reengineering  business 
process  and  systems,  rather  than  devoting  the  majority  of  its  attention  to  standardizing 
systems.    While  both  are  important,  most  productivity  gains  will  come  from  reengineering 
processes  and  information  systems  and  integrating  them  across  functional  lines.   For  example, 
after  spending  approximately  $20  million  to  develop  a  DOD-wide  travel  .system,  the  effort 
was  terminated  because  DOD  decided  to  examine  its  travel  processes  in  greater  depth  and 
make  these  proce.s.ses  more  efficient. 


6.         I  understand  that  the  Defense  l.ugistics  Agency  has  been  making  progress  in 
reengineering  and  in  applying  "Best  Practices"  lessuns. 

A.        Can  you  describe  some  of  these  accomplishments? 

Response:   We  have  .seen  some  progress  from  DLA  in  applying  best  commercial  practices  in 
several  areas,  particularly  for  personnel  items,  such  as  medical,  food,  and  clothing  supplies. 
Since  1992,  DLA  has  taken  steps  to  u.se  prime  vendors  (a  technique  succes.sfully  applied  in 
the  private  sector)  for  providing  these  types  of  items  directly  to  military  facilities.   By  1997, 
DLA  expects  to  reduce  inventories  for  personnel  items  53  percent  from  1992  levels  by 
expanding  the  use  of  concepts  like  the  prime  vendor. 

The  most  successful  initiative  to  date  has  been  the  implementation  of  a  prime  vendor  program 
for  medical  supplies,  particularly  pharmaceutical  products  and  medical  and  .surgical  items. 
The  use  of  this  program  has  allowed  DLA  to  reduce  stock  levels  at  both  wholesale  and  retail 
locations.   For  example,  since  September  199.^,  DLA  reduced  wholesale  pharmaceutical 
inventories  by  about  $4K  million  (or  about  SO  percent  of  the  total  of  such  items)  and  estimates 
it  will  reduce  its  total  medical  inventories  by  about  $97  million  (about  40  percent  of  the  total 
of  such  items)  over  the  next  three  years.   By  mid- 1995.  approximately  156  Defense  medical 
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facilities  will  be  using  prime  vendor  programs  in  21  different  geographic  regions  across  the 
United  States. 

The  prime  vendor  program  also  enables  Defense  hospitals  to  reduce  retail  inventory  levels 
and  save  millions  in  operating  costs.    For  example,  at  the  Walter  Reed  Army  Medical  Center, 
in  addition  to  a  .S3.S  million  reduction  in  pharmaceutical  inventories,  officials  estimate  that  by 
using  a  prime  vendor,  they  save  $6.1  million  a  year  in  related  inventory  management 
expenses. 

B.  What  are  the  keys  to  DLA*s  success? 

Response:  Ihis  program  has  been  successful  for  several  reasons,  but  principally  because  of 
top-management  commitment  and  DLA's  recognition  that  in  order  to  cut  co.sts  it  needed  to 
change  both  its  corporate  culture  and  the  way  it  does  business.    However,  achieving  world 
class  levels  of  co.st  and  service  will  take  years  of  effort.    We  have  found  that  business  process 
reengineering  is  a  dynamic  process  that  takes  time.   For  example,  leading  private  sector  firms 
agree  that  a  cultural  change  is  needed  to  apply  modern  logistics  concepts  and  that  this  change 
can  take  5  to  10  years.  Progressive  civilian  hospitals  like  the  Vanderbilt  University  Medical 
Center  in  Nashville  have  greatly  reduced  inventories  using  prime  vendors,  but  have  continued 
to  evaluate  their  operations  and  make  improvements  to  maintain  their  competitive  edge. 

C.  In  what  areas  dues  l)l>A  need  tu  make  more  progress? 

Response:   While  DLA  has  taken  steps  to  improve  it  logistics  practices  and  reduce 
inventories,  more  aggressive  steps  could  increase  savings  by  billions  of  dollars.   DLA  needs 
to  make  more  progress  with  its  $K  billion  inventory  of  hardware  items  where  it  continues  to 
store  large  amounts  of  items,  such  as  bolts,  valves,  and  fuses,  that  cost  millions  of  dollars  to 
buy  and  store.   In  fact,  DLA  hardware  inventory  levels  in  1992  are  expected  to  decrease  only 
20  percent  by  1997.    In  contrast,  private  sector  companies,  such  as  PPG  Industries  and 
Bethlehem  Steel,  have  reduced  similar  inventories  by  as  much  as  SO  percent  and  saved 
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millions  in  associated  costs  by  using  "supplier  parks"  und  other  techniques  that  give 
established  commercial  distribution  networks  the  responsibility  to  manage,  store  and  distribute 
inventory  on  a  frequent,  regular  basis.    If  DLA  were  able  to  adopt  similar  practices,  hardware 
inventories  and  related  management  costs  could  be  reduced  by  billions  of  dollars. 


7.         One  bright  spot  In  the  Pentagon's  reinvention  of  logistics  is  the  Joint  Logistics 
System  Center  (JLSC).    I  understand,  however,  that  within  l)()I)  some  are  proposing  to 
cut  track  on  the  Center's  funds  for  reengineering.  1'his  concerns  me  very  much. 

A.  Isn't  this  counter-productive? 

Response:    It  would  be  if  JLSC  was  working  on  reengineering.    Unfortunately,  the  Deputy 
Secretary  of  Defense's  October  1993  memorandum  mandating  acceleration  of  migration 
systems  resulted  in  JLSC  changing  its  focus  from  reengineering  to  systems  standardization. 
So,  since  that  time,  JLSC,  like  other  CIM  areas,  has  been  doing  little  real  reengineering  work. 

B.  If  these  cuts  are  made,  won't  they  cut  out  the  very  thing  that  is  needed  to 
deliver  logistical  support  in  a  streamlined  environment—that  is,  the  reengineering? 

Response:   In  early  1992,  JLSC  was  a  bright  spot  in  Defense's  efforts  to  reinvent  logistics 
support.    It  had  identified  20  improvement  projects  where  it  expected  to  achieve  quick, 
identifiable  cost  savings  and  garner  user  support  for  CIM.    Its  mission,  however,  was 
subsequently  redirected  to  where  it  is  now  focusing  almost  exclusively  on  selecting  depot 
maintenance  and  materiel  management  migration  systems.   Very  little  is  being  done  to 
actually  reengineer  logistics  business  processes.   Equally  as  important,  the  Deputy  Secretary 
of  Defense  has  mandated  that  all  migration  systems  be  operational  by  1997.   In  order  to  meet 
this  timeframe,  it  appears  that  JLSC  has  bypassed  some  critical  controls  for  justifying  and 
implementing  information  .systems,  e.g.  functional  economic  analyses  and  MAISRC  reviews 
used  to  assure  that  the  investment  in  an  automation  project  is  cost  justified  and  technically 
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feasible.    As  a  result,  costs  for  implementing  the  systems  may  be  substantially  more  than 
expected  with  only  marginal  returns  expected  on  its  investment. 

Therefore,  while  we  .share  your  concern  about  JLSC's  budget  being  cut,  we  are  more 
concerned  that  they  are  working  on  the  wrong  thing-systems  standardization  rather  than 
business  process  reengineering.  This  shortsighted  approach  has  hindered  JLSC's  ability  to 
assist  the  services  in  reengineering  their  work  processes.    Instead,  millions  are  being  invested 
to  implement  .standard  .systems  of  questionable  value.    Moreover,  this  will  delay  reengineering 
because  it  will  lock  the  services  into  the  inefficient  practices  associated  with  these  systems. 
Furthermore,  the  high  cost  of  implementing  standard  systeins  coupled  with  the  potential 
budget  cuts  make  it  highly  unlikely  that  funds  will  ever  be  provided  for  proce.ss 
reengineering.   As  a  result,  the  Department  will  be  settling  for  a  marginal  gain  (2  to  3  percent 
from  standard  systems)  versus  the  potential  ten  fold  increases  in  productivity  that  leading 
private  sector  companies  have  realized  through  reengineering. 


8.         In  light  of  your  testimony  on  reengineering  and  information  technology,  please 
describe  IRS'  progress  and  problems  in  its  Tax  Systems  Moderni7.ation  (TSM)  project 
Please  include  in  your  answer  a  discussion  of  the  impact  of  budgetary  cuts  to  TSM. 

Response:   IRS  has  made  limited  progress  toward  its  vision  of  a  virtually  paperless  work 
environment  where  taxpayer  information  is  immediately  available  to  IRS  employees  whenever 
and  wherever  it  is  needed.   IRS  has  completed  some  initial  systems  with  TSM  funds  and 
these  systems  have  improved  IRS'  current  tax  processing  and  compliance  operations.   For 
instance,  the  systems  have  shortened  processing  time  and  reduced  the  amount  of  paper 
handled  in  certain  instances.    However,  the  completed  systems  were  not  built  to  be  an  integral 
part  of  the  comprehensive  TSM  system  and  do  not  deliver  the  large  increases  in  capability 
and  customer  service  that  IRS  .sees  in  its  vision  for  TSM. 

Given  the  massive  nature  of  the  effort,  we  are  concemed  that  IRS  continues  to  develop 
systems  with  potentially  inadequate  strategic  management  processes  and  systems  development 
processes.   Because  of  these  concerns,  GAO  placed  TSM  on  its  list  of  high-risk  government 
program.s.    Regarding  the  budget  cuts  that  IRS  experienced  in  fiscal  year  1995,  IRS  reduced 
TSM  funding  for  many  projects.    However,  no  TSM  projects  were  canceled. 
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INTRODUCTION 


Good  morning.  I  am  George  Newstrom,  EDS  Group  Executive, 
Government  Services  Group  and  Corporate  Vice  President.  I  want  to 
thank  you  tmd  your  staff  for  the  opportvmity  to  be  here  today  emd  for 
soliciting  EDS'  views  on  the  application  of  business  process  reengineering 
within  the  Federal  government.  EDS  has  operations  across  the  Uruted 
States  and  in  35  countries  around  the  world.  We  have  customers  in  a 
variety  of  industries,  including  health  care,  banking,  manufacturing, 
transportation,  retail,  commiinications,  and  govenunent.  In  order  to 
remain  competitive  in  the  global  market  place,  EDS  has  been  at  the 
forefront  of  efforts  to  use  business  process  reengineering.  I  feel  this 
experience  base  has  as  much  application  to  the  Federal  government  as  it 
does  to  any  of  EDS'  other  customers  in  the  state  and  local,  commercial,  or 
international  sectors. 


KEY  PRINCIPLES  OF  BUSINESS  PROCESS  REENGINEERING 

Management  consultant  Michael  Hanuner  defines  business  process 
reengineering  (BPR)  as  "the  fundamental  rethiiJcing  and  radical  redesign 
of  business  processes  to  achieve  dramatic  improvements  ...  in  cost,  quality, 
service,  and  speed."  At  EDS,  we  have  modified  this  definition  a  bit  and 
refer  to  the  concept  as  "the  fundamental  rethinking  and  radical  redesign  of 
em  enterprise's  business  processes  from  the  customer's  perspective." 

In  some  ways,  the  label  is  imfortunate  since  reengineering  suggests  the 
processes  that  are  closely  studied  are  only  modified  in  a  small  way.  In 
reality  in  many  cases,  the  old  processes  should  be  totally  discarded  in  order 
to  start  over  from  the  beginning  —  using  a  clean  slate.  I  feel  that  all  too 
often  we  in  industry  and  managers  in  government  proceed  too  timidly  in 
regard  to  reengineering,  when  instead  a  fresh  new  start  is  warranted  and 
would  lead  to  the  dramatic  improvements  being  sought. 
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Organizations  undergoing  business  process  reengineering  must  accept 
that  no  traditional  business  practice  is  sacred,  and  must  be  willing  to 
rethink  and  change  how  they  operate.  To  achieve  dramatic  improvements 
in  critical  performance  measures,  such  as  cost,  quality,  and  time,  an 
enterprise  must  be  prepared  to  change  its  business  practices;  its  job 
definitions;  its  organizational  structures;  and  its  policies,  measurement, 
and  reward  systems.  While  many  believe  it  is  the  work  place  that  is 
changing,  I  submit  that  the  key  element  is  not  the  work  place,  but  rather 
the  mind-set! 

We  have  realized  that  merely  investing  in  new  computer  hardware  and 
software  to  orUy  expedite  the  speed  of  accomplishing  existing  tasks  is  a 
foolhardy  exercise.  We  strongly  encourage  our  customers  to  first  carefully 
understand  the  needs  of  their  customers;  then  determine  how  to  best 
deliver  the  new  requirements.  Then,  and  only  then,  will  they  be  prepared 
to  determine  what  particular  technologies  would  best  fulfill  these 
requirements. 

We  have  foimd  several  scenarios  tend  to  motivate  an  organization  to  seek 
business  process  reengineering:  existing  processes  do  not  work;  leading 
performance  indicators  show  negative  trends;  there  is  a  need  to  gain 
competitive  advantage;  and  there  is  a  desire  to  preempt  a  competitive 
response.  The  National  Performance  Review  and  this  hearing 
demonstrate  the  government's  recognition  ~  at  the  highest  level  —  of 
the  need  for  change. 

At  EDS,  we  take  some  very  basic  steps  to  determine  if  business  process 
reengineering  is  the  best  course  of  action  to  resolve  a  particular 
management  challenge.  Initially,  we  identify  the  key  processes  of  the 
organization.  We  do  this  by  linking  processes  to  critical  success  factors. 
The  decision  to  reengineer  is  based  on  the  likelihood  of  achieving  a  process 
improvement  breakthrough  that  could  lead  to  at  least  a  five-fold 
improvement  in  efficiency  and  effectiveness. 

If  the  application  of  information  technology  to  the  process  offers  a 
likelihood  of  dramatic  improvement,  this  is  another  indicator  that 
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reengineering  should  be  undertaken.  An  example  would  be  replacing 
couriers  with  an  electronic  funds  transfer  system.  We  also  consider 
whether  the  organization  is  able  and  prepared  to  chtmge  employee  job 
assignments,  job  duties,  practices,  and  reward  systems.  If  so, 
reengineering  —  that  would  likely  impact  these  eireas  —  is  possible. 

EDS'  reengineering  methodology  is  much  more  complex  than  I  will  be  able 
to  describe  during  today's  hearing.  However,  1  have  included  a  diagram 
of  this  methodology  at  the  end  of  my  statement.  Please  note  the  location 
of  technology  implementation  at  the  very  end  of  this  lengthy  process  — 
where  the  business  process  is  actually  developed  and  the  information 
technology  implementation  plan  begins. 


MAGNITUDE  OF  SAVINGS  REALIZED  THROUGH 
REENGINEERING 

A  variety  of  organizations  have  used  business  process  reengineering  to 
make  dramatic  improvements  in  efficiency,  service  delivery,  and  level  of 
performance.  They  have  discovered  the  benefits  of  reengineering  include: 
breakthrough  improvements  in  process  effectiveness  and  efficiency;  work 
performed  where  it  makes  sense  from  the  perspective  of  the  customer, 
partner,  or  supplier;  increased  employee  teamwork  and  knowledge;  more 
productive  application  of  information  technology  as  a  process  enabler;  and 
aligrunent  of  process  improvement  efforts  with  the  vision  of  the 
organization. 

Let  me  cite  a  variety  of  success  stories  in  the  private  sector: 

GM'S Corporate  Information  ManaQement  Initiative 

As  an  independent  subsidiary  of  General  Motors  Corporation,  we  have 
fovmd  many  opportvinities  for  utilizing  business  process  reengineering  to 
help  CM  respond  to  changes  such  as  market  shifts,  globalization,  and 
increased  competition.  Together,  GM  and  EDS  selected  the  best-in-class 
systems,  technology  and  otherv^se,  and  departmental  organizations  as 
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the  foundation  of  the  reengineering  <md  consolidation  effort.  A  steering 
committee  coordinated  the  centralization  of  systems  and  processes. 

We  consolidated  150  Finance  redundant/overlapping  systems  into  three 
standard  systems.  In  the  Personnel  Department,  60  salary  payroll  systems 
were  combined  into  just  one.  We  used  business  process  reengineering  to 
implement  warehousing  and  inventory  systems  and  to  eliminate 
redundant  systems  in  Health  and  Benefits.  We  engineered  the 
telecommunications  infrastructure  so  that  100  separate  voice  and  data 
networks  were  consolidated  into  EDSNET,  the  world's  largest  privately 
owned  digital  telecommunications  network. 

By  revamping  procedures  and  implementing  state-of-the-art  technology, 
GM  was  able  to  reduce  its  overall  information  technology  budget  from  8 
percent  to  less  than  2  percent. 

Chicavo  Parkinv  Authority 

We  also  have  used  BPR  to  help  the  city  of  Chicago  respond  to  a  $420 
million  backlog  in  unpaid  parking  tickets.  At  the  outset,  Chicago 
authorities  described  their  business  problem  as  a  "lack  of  revenue 
collection  on  parking  tickets",  rather  than  asking  for  a  specific 
technological  solution.  The  business  of  ticket  writing  and  admiiustration 
was  totally  revamped.  Technology  was  introduced  that  makes  ticket 
writing  easier  through  hand-held  devices,  improves  ticket  readability  by 
100  percent  and  administration,  focused  on  our  customer  requirements, 
were  implemented.  This  approach  has  increased  revenue  collections  from 
approximately  15  cents  per  dollar  to  over  65  cents  per  dollar,  with  the  goal 
being  80  cents  per  dollar.  Better  yet,  citizen  satisfaction  and  approval  is  at 
an  all  time  high. 

Hallmark   Cards 

Michael  Hammer  and  James  Champy,  in  Reengineering  the  Corporation, 
pointed  out  that  Hallmark  decided  to  reengineer  not  because  of  business 
crises,  but  as  a  preemptive  competitive  strike.    As  a  result  of  business 
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process  reengineering,  the  firm  chai\ged  most  aspects  of  its  operations  in 
order  to  dramatically  reduce  the  tin\e  that  elapses  from  identifying  a  new 
market  need  to  filling  it  with  a  card  on  the  retailer's  shelf.  The 
reengineering  was  time  consiiming  since  each  of  Hallmark's  22,000 
employees  was  involved  in  the  activity  of  formvdating,  reaching  consensus 
upon,  and  internalizing  common  business  practices.  To  exp>edite  the  flow 
of  sales  data  from  stores  to  the  corporate  headquarters.  Hallmark 
installed  computerized  point-of-sale  systems  using  barcodes  to  capture 
detailed  purchase  information.  The  entire  undertaking  p«iid  off  well.  The 
first  line  of  cards  developed  under  the  new  procediu«s  were  delivered  to 
stores  eight  months  ahead  of  schedule. 


OPPORTUNITIES  IN  THE  FEDERAL  GOVERNMENT 

Too  often,  however,  a  federal  agency  in  its  quest  to  better  harness 
technology  seeks  a  specific  information  product  or  service  rather  than  to 
address  the  overall  business  objective.  And  whether  that  be  a  mainframe, 
a  MIP,  a  line,  a  network,  or  LANs  and  WANs  of  today,  this  is  the  antithesis 
of  what  I  am  proposing  today.  In  the  commercial  sector  we  are  delivering 
solutions  for  a  customer,  and  the  solutions  are  for  their  business  problems. 
For  example,  how  do  they  get  a  product  to  market  as  quickly  and  as 
economically  as  possible?  We  must  be  able  to  translate  that  same  way  of 
working  into  solving  the  government's  problems  in  serving  citizens. 

We  have  found  that  Federal  agencies  are  now  realizing  that  operating  in 
the  information  age  —  the  information-centered  world  described  by 
authors  Alvin  and  Heidi  Toffler  in  Third  Wave  -  means  that  they  too 
must  master  the  art  and  science  of  business  process  reengineering. 

For  example,  many  U.S.  Department  of  Defense  reengineering  efforts 
begim  under  the  National  Performance  Review  will  have  significant 
returns  for  taxpayers. 

•   For  example,  the  steps  needed  to  manage  DOD  travel  have  been 
reduced  on  a  pilot  basis  from  17  to  four.  When  implemented 
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department-wide,  the  new  procedure  is  expected  to  save  more  than 
$1  billion  over  five  years. 

•  In  addition,  DOD  has  reduced  the  replenishment  cycle  time  for  small 
purchases  fi-om  100  days  to  four  days.  This  procedural  change  alone 
has  resulted  in  an  estimated  reduction  in  armual  overhead  costs  of 
$100  million. 

Civilian  agencies  have  also  begun  to  realize  the  need  for  reengineering. 
Some  examples  include  the  following: 

•  The  U.S.  Department  of  Agriculture  is  encovu-aging  the  use  of 
electronic  benefits  transfer  in  the  food  stamp  program  for  the 
delivery  of  benefits  directly  to  the  recipient. 

•  The  Department  of  Energy  has  established  the  Bonneville  Power 
Administration  as  a  model  "reinvention  laboratory"  and  granted  it 
175  waivers  from  regulations.  This  has  allowed  Bonneville  to 
streamline  its  business  practices  and  enabled  it  to  improve  customer 
service,  resulting  in  estimated  savings  of  $6.6  million  annually. 

The  Information  Technology  Association  of  America  (ITAA)  has  arranged 
for  senior  executives  from  a  wide  cross-section  of  technology  firms  to 
share  their  views  on  this  subject  with  the  Department  of  Defense. 
Arrangements  are  being  made  for  ITAA  to  also  assist  civilian  agencies  to 
do  the  same. 


PITFALLS  IN  IMPLEMENTING  REENGINEERING 

We  have  found  that  if  leaders  are  not  committed  to  change,  none  will 
occur.  More  than  50  percent  of  all  reengineering  vmdertakings  fail  for  this 
very  reason.  In  addition,  entities  contemplating  the  use  of  reengineering 
should  not  expect  immediate  results.  In  fact,  the  time  invested  in 
reengineering  is  significant  ~  typically  8  to  18  months.  Peter  Drucker, 
considered  to  be  the  father  of  corporate  restructuring,  stresses  the 
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importance  of  ensuring  the  full  participation  during  reengineerimg  of  aU 
employees  in  an  enterprise  —  from  entry  level  to  senior  management. 

Our  major  obstacle  in  reaching  otir  full  potential  is  the  sense  of  urgency 
and  lack  of  boldness  in  action.  Those  that  don't  change,  are  not  just  left 
behind,  as  in  the  past,  but  they  CEASE  TO  EXIST!.  Retailers  are  not  just 
increasing  sales  with  kiosks  in  malls  or  through  catalogue  sales,  they  are 
thinking  in  terms  of  selling  directly  to  consumers  by  way  of  the  Internet. 
Entertainment  of  all  sorts;  movies,  sporting  events,  and  news  programs  of 
your  choice  will  be  coming  to  your  home  when  you  want  them,  not  when 
someone  else  schedules  them.  Why  should  the  U.S.  Geological  Survey 
spend  time  developing  new  ways  to  sell  paper  maps?  Instead,  why  not  use 
business  process  reengineering  to  replace  paper  map  capabilities  like 
retailers  and  entertainment  companies  are  exploring. 

If  the  organization  has  articulated  and  agreed  upon  the  vision  and  goals. . . 
if  key  processes  are  aligned  with  them.  .  .  and  if  managers  think 
expansively  then  reengineering  will  likely  produce  the  desired  results. 


WHAT  SHOULD  CONGRESS  DO  TO  PROMOTE  REENGINEERING? 

I  suggest  that  you  in  Congress  utilize  whatever  mecins  are  at  your  disposal 
to  encourage  Federal  agencies  to  boldly  pursue  the  use  of  business  process 
reengineering  to  re-think,  re-orgaruze.  and  re-tool  for  the  21st  Century. 
Such  processes  may  actually  result  in  accepting  that  some  goverrunent 
agencies  have  outlasted  their  vision  or  purpose,  and/or  have  been 
replaced  by  the  marketplace.  I  hope  you  will  go  to  great  lengths  to 
publicize  Federal  efforts  already  underway  to  move  in  this  direction.  In 
this  area,  there  should  be  incentives  granted  to  agencies  tiiat  excel,  and 
disincentives  for  those  that  engage  in  foot-dragging. 

According  to  Drucker,  although  substantial  cost  savings  accrue  from 
reengineering,  they  always  emerge  as  a  by-product.  However,  he 
estimates  that  such  rethinking  coxild  produce  enough  savings  to  eliminate 
the  federal  deficit  within  a  few  years.    It  is  important  to  realize  that 
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business  process  reengineering  generates  substantial  savings  since  the  cost 
of  the  new  procedures  are  instead  of.  not  in  addition  to  the  cost  of  the 
former  way  of  doing  something. 

Perhaps  there  are  ways  that  the  private  sector  could  more  frequently  enter 
into  partnerships  with  Federal  agencies  in  the  implementation  of  business 
process  reengineering.  We  hope  that  you  will  not  think  of  information 
technology  firms  as  just  the  technologists  in  the  back  room.  Instead  think 
of  firms  Uke  EDS  as  full-fledged  partners  —  sharing  the  rewards  —  and 
the  risks  of  this  creative  vmdertaking.  In  addition.  Federal  agencies  can 
enter  into  either  consultative  or  outsourcing  arrangements  with  the 
private  sector  to  explore  in  detail  the  benefits  of  reengineering. 

The  Clinton  administration's  approach  to  reinventing  govenunent  is 
definitely  a  step  in  the  right  direction.  Senator  Roth,  your  plans  for 
fundamentally  redesigning  the  Federal  government  are  also  most 
laudable.  They  indicate  to  all  taxpayers  that  you  are  committed  to  seeing 
this  type  of  process  through  over  the  long  term,  and  that  you  will  not  be 
satisfied  with  half-solutions. 

To  paraphrase  Drucker:  "Reengineering  (the  Federal  government)  is  new, 
and  it  has  to  be  done."  He  has  also  concluded  that: 

"Rethinking  government,  its  programs,  its  agencies,  its  activities, 
would  not  by  itself  give  us  [a]  new  political  theory.  But  it  would  give 
us  the  factual  information  for  it.  And  so  much  is  already  clear:  the 
new  political  theory  we  badly  need  will  have  to  rest  on  an  analysis  of 
what  does  work  rather  than  on  good  intentions  and  promises  of 
what  should  work  because  we  would  like  it  to.  Rethinking  wiU  not 
give  us  the  answers,  but  it  might  force  us  to  ask  the  right  questions." 

Senators,  I  have  painted  a  picture  of  radical  change  that  is  engulfing  us  as 
quickly  and  totally  as  does  the  sunlight  in  the  morrung.  It  is  not  just  yovir 
children  and  their  children  that  will  benefit  from  these  wonderful 
opporturuties  -  it  is  you  and  I  within  our  NEAR  lifetimes.  While  you  may 
have  to  deal  with  mundane  issues  like  miming  government,  departments 
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and  agendes  -  the  sense  of  urgency  is  cletir  and  obvious  -  it  is  your  appetite 
for  boldness  in  action  that  will  be  the  preamble  for  the  greatest  novel  yet  to 
be  v^rritten  which  I  would  entitle:  "Government:  of  the  people;  by  the 
people;  for  the  people." 

Thank  you  for  inviting  me  to  testify  during  today's  hearing.  I  would  be 
pleased  to  take  any  questions  that  you  might  have. 
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STATEMENT  BY 

CYNTHIA  KENDALL. 

DEPUTY  ASSISTANT  SECRETARY  OF  DEFENSE 

(INFORMATION  MANAGEMENT) 

BEFORE  THE 

SENATE  GOVERNMENTAL  AFFAIRS  COMMITTEE 

FEBRUARY  2.  1995 


Mr.  Chairman  and  members  of  the  Committee,  it  is  a  pleasure  to  testify  on 
behalf  of  the  Department  of  Defense  before  your  Committee  in  its  effort  to  develop  a 
comprehensive  blueprint  for  reform  that  will  rightsize  the  federal  government. 
Because  this  second  hearing  which  your  Committee  is  holding  on  Reinventing 
Government  focuses  on  Information  Management  Systems  in  the  Federal  Government, 
you  have  asked  that  the  Department  speak  on  speciHc  activities  undertaken  that  have 
resulted  in  significant  improvements  in  the  Department's  efficiency  and  effectiveness. 

Business  Process  Reengineering  (BPR)  is  a  central  activity  of  the  Corporate 
Information  Management  (CIM)  Initiative.  Today,  I  will  focus  my  comments  on  BPR, 
as  you  requested.  But  please  recognize  that  our  work  in  data  administration, 
information  technology  and  systems,  and  migration  systems  are  all  critical  parts  of  the 
success  of  CIM  within  DoD.  They  are  all  important  in  their  own  way  to  the  success  of 
BPR  in  DoD.  Overall  we  are  pursing  a  combined  strategy  of  process  improvement  and 
integrated  information  support.  As  we've  found,  with  an  organization  as  complex  and 
large  as  the  DoD,  the  ability  to  send  and  receive  information  consistently  and 
accurately  can  mean  the  difference  between  success  and  failure,  a  near  miss  and  a 
direct  hit,  or  life  and  death. 

The  DoD  has  much  to  show  for  its  investments  in  process  re-engineering  and  in 
information  technology.  The  technology  has  enabled: 

(1)  rapid,  effective  emergency  response  anywhere  on  the  globe; 

(2)  smooth  transition  of  warplanning  capabilities  away  from  Cold  War  scenarios 
to  regional  or  localized  contingencies; 

(3)  improved  accountability  for  taxpayer  dollars; 

(4)  medical  response  from  the  battlefield  to  the  hospital  that  is  unparalleled; 
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(5)  logistics  support  to  anywhere  at  any  time;  and 

(6)  command  and  control  of  forces  regardless  of  location  or  urgency. 

The  DoD  is  continuing  to  seek  additional  technology  benefits,  especially  as  these  can 
be  obtained  through  working  smarter  and  economically. 

As  the  DoD  budget  declines,  however,  the  DoD  net  only  must  be  able  to  do 
more  with  less,  but  also  be  able  to  discern  when  less  should  be  done;  that  is,  which 
functions  must  be  eliminated  or  could  be  better  performed  outside  the  Government 
realm.  The  DoD  has  found  that  process  re-engineering  goes  beyond  the  efficient  use 
of  technology  and  information  management  and  cuts  to  the  core  of  examining  the 
basic  functions  of  the  Department 

Perhaps  I  should  begin  with  a  caveat  In  our  literature  you  will  see  the  terms 
business  process  reengineering,  functional  process  improvement  (FPI),  and  business 
process  improvement  (BPI)  used.  We  in  DoD  do  not  generally  distinguish  between 
the  use  of  these  terms,  but  we  understand  the  academic  use  of  them  by  leading  authors. 
In  practical  use,  we  are  making  improvements  —  some  quantum  and  some  gradual. 

DoD  has  been  focusing  on  business  process  reengineering  business  for  about 
five  years.  Our  CIM  reengineering  efforts  span  all  of  the  functions  of  the  Department 
not  just  information  management  or  information  technology.  I  must  say  that  my 
predecessors  got  DoD  off  on  the  right  foot  for  making  the  changes  it  has  made  and 
continues  to  make.  However,  under  Secretary  Perry,  DoD  has  taken  a  more  stringent 
and  measured  look  at  how  DoD's  mission  has  changed  and  how  we  can  respond  as 
quickly  and  effectively  as  possible  within  resource  constraints. 

Under  this  Administration,  we  have  chosen  to  accelerate  many  of  the  actions 
associated  with  process  re-engineering.  Many  of  these  actions  are  to  eliminate 
utmecessary  duplication  of  computer  systems  and  data.  These  duplicative  systems  are 
a  drain  on  our  resources  and  do  not  add  payback  because  we  must  continue  to  maintain 
them. 

We  have  a  Department-wide  policy  on  information  management  and  process 
reengineering.  This  policy  is  not  a  huge  book  —  it  is  only  about  10  or  so  pages  long  — 
and  it  conveys  all  the  guidance  that  we  feel  is  necessary  for  decisionmakers  to  do  their 
jobs. 

In  DoD,  we  place  responsibility  for  process  re-engineering  in  the  hands  of  the 
leadership  for  each  function.  We  do  not  have  technicians  or  outside  consultants 
coming  up  with  theoretical  solutions  —  the  leadership  of  each  area  is  in  charge.  For 
example,  the  Under  Secretary  of  Defense  (Comptroller)  is  running  the  show  on 
accounting  and  financial  management  We  in  the  Office  of  the  Assistant  Secretary  of 
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Defense(Comniand,  Control,  Communications  and  Intelligence)  have  responsibility 
for  command  and  control,  communications,  intelligence,  and  information 
management.  We  are  personally  making  sure  that  processes  are  being  re-engineered  in 
all  of  these  areas  -  and  that  includes  the  intelligence  arena. 

Briefly,  our  methodology  involves  the  concept  of  internal  activity  analysis.  That 
is  to  say,  the  people  most  important  and  most  involved  must  be  the  functional  DoD 
employees  performing  the  activity  or  activities  under  analysis.  Our  notion  that  process 
change  must  begin  with  those  involved  is  central  to  our  concept  of  BPR.  We  beUeve 
that  small  groups  of  functional  experts  in  a  given  area,  assisted  by  other  experts  on  call 
as  necessary,  can  identify  the  best  process  improvement  opportunities. 

Our  method  has  top  management  support.  For  example,  the  Deputy  Secretary  of 
Defense  in  June  of  this  past  year  approved  the  CIM  Strategic  Plan,  which  has  as  its 
first  of  six  goals,  "Reinvent  and  Reengineer  DoD  functional  processes  to  achieve 
greater  mission  effectiveness  at  lower  cost." 

Commanders  and  managers  all  over  DoD  are  trying  desperately  to  "do  more 
with  less"  and  are  looking  for  the  right  kinds  of  changes  and  improvements  to  help 
them  do  this.  We  have  commanders  and  managers  at  every  level  who  are  applying  the 
policy  and  methodologies  for  BPR  which  have  evolved,  by  study  and  experience,  over 
the  last  four  years.  Many  of  those  BPR  activities  have  been  conducted  under  the 
umbrella  of  the  CIM  initiative.  Outside  the  CIM  initiative,  there  have  been  and 
continue  to  be  many  people  throughout  the  DoD  who  are  making  major  innovations  to 
the  ways  they  do  business. 

We  have  an  urgency  for  change  as  well  and  understand  our  true  need  to 
reengineer  our  business  processes.  Part  of  this  is  associated  with  dwindling  funds,  but 
part  of  it  is  also  associated  with  reducing  the  cycle  times  of  the  thousands  of  activities 
necessary  to  execute  modem  warfare,  from  situational  analysis  to  operational  planning 
to  deployment,  employment,  and  redeployment.  It  has  been  said  many  times  that  the 
greatest  lesson  learned  from  Desert  Shield/Desert  Storm  was  learned  by  our  potential 
adversaries,  and  that  was,  "don't  give  the  Americans  six  months!"  This  lesson  has  not 
been  lost  on  us  either,  and  so  our  current  BPR  emphasis  is  as  much  on  cycle  time  as  it 
is  on  cost  savings,  especially  for  combat  related  activities.  We  must  be  quick,  agile 
and  accurate  in  modem  warfare. 

I  would  now  like  to  turn  to  some  specific  examples  of  our  BPR  work  and  look  at 
results.  As  you  would  imagine,  we  have  many  BPR  projects  completed  and  imderway 
right  now.  They  vary  dramatically  in  size  and  scope.  Some  of  their  results  are 
immediate  and  others  will  benefit  us  in  the  future,  as  we  are  able  to  design,  engineer, 
acquire,  and  deploy  new  technologies  to  enable  the  changes  for  some  of  our  more 
dramatic  reengineered  processes. 
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Defense  Investigative  Service  (PIS).  The  Defense  Investigative  Service  (DIS) 
processes  nearly  1  million  personnel  security  actions  each  year,  affecting  personnel  in 
both  DoD  (military  and  civilian)  and  industry  (contractors).     One  of  the  goals  of  this 
project  has  been  to  significantly  reduce  the  cycle-time  necessary  to  complete 
investigations,  thereby  avoiding  unproductive  time  by  contractors  and  DoD  employees 
who  need  security  clearances  to  perform  their  jobs. 

DIS  began  its  BPR  initiative  in  March  1992  and  within  three  years  will  have 
reengineered  nearly  90%  of  the  functional  areas  within  the  agency.  More  than  150 
improvement  opportunities  have  resulted  thus  far.  One  such  opportunity,  the 
Electronic  Personnel  Security  Questionnaire  (EPSQ),  will  provide  for  the  electronic 
capture,  transmission  and  use  of  personnel  security  history  data  within  DIS  and 
throughout  all  of  DoD.  It  will  significandy  reduce  data  entry  errors  and  processing 
time  requirements.  Personnel  security  history  data,  irrespective  of  the  source-of -entry, 
will  be  entered  only  once  but  shared  many  times.  It  is  anticipated  that  the  EPSQ  will 
save  DIS'  customers  nearly  $1  billion  (in  cost  avoidance)  over  the  next  six  years.  DIS, 
through  implementation  of  additional  improvement  opportunities  and  the  continued 
elimination  of  non-value  added  activities,  will  accrue  internal  savings  of  nearly  $60 
million  over  the  same  time  period.  In  addition,  it  is  anticipated  that  cycle-times  for 
DIS'  personnel  security  investigations  will  be  reduced  from  145  days  to  120  days. 

Spectrum  Management  and  Use.  Access  to  and  use  of  the  electromagnetic 
spectrum  is  vital  to  DoD.  Traditionally,  DoD  approaches  to  spectrum  management 
and  use  have  been  partitioned  into  Command  and  Service  unique  activities  with 
complex  and  cumbersome  procedures  for  identifying  requirements,  requesting 
assignments,  disseminating  approvals,  and  managing  spectrum  assets.  Due  to  this 
complexity  and  lack  of  integration,  DoD's  spectrum  management  infrastructure  was 
severely  stressed  during  Operation  DESERT  STORM.  As  a  result,  a  Functional 
Process  Improvement  (FPI)  initiative  was  begun  to  determine,  among  other  things,  a 
unified  (joint)  and  simplified  ^proach  to  spectrum  management  and  use  throughout 
the  DoD.  For  the  fu^t-time,  joint  (and  integrated)  operational  procedures  were 
documented.  These  resulting  joint  procedures,  entitled  Spectrum  Management  -  Joint 
(SM-J),  have  been  adopted  by  the  entire  DoD.  SM-J  will  be  reviewed  for  adoption  by 
NATO  later  this  year.  The  Management  and  Use  of  the  Electromagnetic  Sp)ectrum 
(MUES)  FPI  initiative  also  provided  the  basis  for  the  selection  of  "migration  systems" 
for  DoD  spectrum  management  and  use. 

Prior  to  the  MUES  FPI,  routine  frequency  assignments  would  usually  require  six 
months.  As  a  result  of  the  process  improvements,  that  period  has  been  reduced  to 
approximately  three  weeks,  with  further  improvements  expected  as  technology 
insertion  continues.  The  results  of  the  MUES  FPI  initiative  have  positioned  DoD  to 
respond,  more  effectively  and  efficiently,  to  a  variety  of  worldwide  contingencies 
(peacetime  and  wartime)  requiring  electromagnetic  spectrum  management  and  use. 
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Administrative  Support  of  Medical  Evacuees.:  During  Operation  DESERT 
STORM,  the  Military  Services  made  every  effort  to  keep  track  of  medical  patients. 
E>espite  these  efforts,  inadequate  accounting  and  tracking  procedures  hindered 
visibility  of  patients  moving  through  the  evacuation  process.  This  prompted  the 
Director,  Joint  Staff,  the  Assistant  Secretary  of  Defense  (Command, 
Contol,Communications  and  Intelligence),  and  the  Commander-in-Chief  U.  S. 
Transportation  Command  (CINCTRANS)  to  undertake  joint  efforts  toward  a  common 
goal-to  improve  administrative  support  of  medical  evacuees.  The  program  was 
founded  on  a  Business  Process  Reengineering  (BPR)  project  to:  1 )  integrate 
USTRANSCOM's  new  mission  as  DoD  single  manger  for  intertheater  medical 
regulating  with  their  traditional  mission  of  aeromedical  evacuation  of  patients;  2) 
develop  a  business  case  for  necessary  functional  process  changes  and  automation 
requirements;  and  3)  to  identify  information  requirements  to  support  automation  of 
patient  tracking.  This  work  is  the  foundation  for  the  proof  of  concept  prototype 
project  TRAC2ES  (TRANSCOM  Regulating  and  Command  &  Control  Evacuation 
System)  that  will  replace  two  inadequate  legacy  systems  and  improve  the  overall 
patient  movement  process.  TRAC2ES  will  produce  $13  million  in  information 
systems  savings  over  the  system  life  cycle,  reduce  the  cost  of  in-transit  patient 
visibility  from  $111  to  $28  per  patient,  and  provide  an  accurate  process  to  track 
patients.  Currently  a  stand  alone  prototype  system,  TRAC2ES  will  ultimately  be 
integrated  into  TRANSCOM's  Global  Transportation  Network  (GTN)  as  the  medical 
evacuation  module  and  will  become  a  near-simultaneous  decision  support  information 
system  that  provides  medical  patient  in-transient  visibility  by  supporting  medical 
evacuation  requirements  in  both  peace  and  war. 

Patient-Focused  Care:  The  Integrated  Inpatient  Care  Project  is  redefining  the 
"business"  of  inpatient  health  care  delivery  within  the  DoD  Military  Health  Service 
System's  medical  treatment  facilities.  This  business  process  improvement  effort 
streamlines  and  standardizes  health  care  delivery  through  the  use  of  critical  paths  and 
individual  clinical  case  management  supported  by  a  commercial-off-the-shelf  (COTS) 
clinical  information  system  (CIS).  CIS  provides  automatic  data  capture  for 
physiological  monitoring  and  wave  forms,  interdisciplinary  clinical  care 
documentation,  graphical  trending  of  patient  parameters,  and  a  protocol/patient 
education  reference  library.  The  benefits  of  this  initiative  will  be:  decreased 
variations  in  clinical  practice  and  health  care  delivery  costs;  improved  quality  and 
consistency  of  patient  care;  improved  staff  efficiencies;  and  improved  information 
quality  (completeness  and  accuracy).  The  projected  investment  cost  is  $94.9M  and 
expected  retum-on-investment  is  1 .3  to  1 ,  based  on  manpower  savings,  or  2.8  to  1 
based  on  workload  recapture.  Current  plans  are  to  deploy  the  initial  CIS  in  the 
sununerof  1995. 

Medical  Logistics.  The  medical  logistics  community  acquires,  manages  and 
maintains  supplies,  equipment,  facilities,  and  services  as  a  major  element  of  the 
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Medical  Health  Services  System  (MHSS).  The  goal  of  this  BPR  effort  is  to  change 
medical  logistics  business  practices  at  the  wholesale  and  retail  levels,  and  supporting 
information  systems,  so  they  meet  joint  warfighting  operational  requirements,  are 
more  cost-effective,  and  achieve  competitive  advantage  when  compared  to  best 
available  commercial  practices.  A  Functional  Economic  Analysis  (FEA)  was 
approved  by  the  Medical  Functional  Steering  Committee  in  December  1992.  Several 
major  business  practice  improvements  were  implemented  in  1993  and  1994  and  are 
generating  paybacks.  One  payback  in  the  area  of  Prime  Vendor  implementation  is 
estimated  at  $33.8  million.  Systems  development  efforts  are  currently  at  the  Milestone 
I  approval  stage.  The  project  opportunities  identified  a  ROI  of  5.7  to  1 .  A  16-year 
investment  cost  is  estimated  at  about  $304  million  with  a  discounted  return  of  about 
$1 .753  billion  expected.  Performance  improvements  include  a  50%  reduction  in  local 
purchasing  of  medical  supplies,  and  a  60%  reduction  of  medical  inventories  at  the 
Defense  Logistics  Agency  (DLA).  For  example,  under  the  implemented 
pharmaceuticals  prime  vendor  contract  concept,  vendors  using  Electronic  Commerce 
have  negative  surcharges,  are  acknowledging  orders  within  a  few  hours,  and  are 
achieving  next-day  delivery.  As  a  result  of  this  project  the  MHSS  will  move  much 
closer  to  the  best  practices  of  successful  civilian  medical  enterprises. 

DoD  Universities.  The  Universities  project  is  a  cross-functional,  cross-service 
initiative  targeted  at  improving  the  supporting  business  processes  of  institutional 
education  at  the  three  Service  Academies.  The  functions  include  admissions,  registrar, 
alumni  development,  community  services,  facilities,  and  financial  management.  This 
comprehensive  process  improvement  initiative  was  driven  by  increased  scrutiny  by  the 
GAO  and  Congress  into  the  cost  and  efficiency  of  the  academy  operations. 

To  date  academies  have  identified  71 1  improvement  opportunities.  Savings 
through  1998  amount  to  $44  million.  The  reduction  of  rejected  admission  forms  at 
USMA  was  reduced  from  50%  to  5%.  The  USAFA  Cadets  are  now  able  to  adjust 
scheduling  conflicts  on-line  compared  to  the  previous  four  hour  process.  By  limiting 
Urinalysis/HTV  testing  to  admitted  students,  vice  all  applicants,  $1  million  per  year  is 
being  saved.  At  USMA  physical  examinations  were  limited  to  applicants  having  a  high 
probability  of  acceptance  thereby  reducing  examinations  by  3000  at  a  cost  $150  each. 

Joint  Operations  Functional  Review  and  Strategic  Planning  Framework.  United 
States  forces  are  increasingly  engaged  in  joint  as  well  as  multinational  operations 
ranging  from  peacekeeping  and  humanitarian  assistance  to  resolution  of  regional 
conflicts.  Current  military,  political,  economic  and  global  trends  contribute  to 
increasing  use  of  joint  forces.  Improving  and  facilitating  the  ability  of  our  military 
forces  to  operate  from  a  jomt  perspective  has  become  a  foremost  objective  within  the 
Department  of  Defense  (DoD).  The  Office  of  the  Secretary  of  Defense  (OSD)  and  the 
Joint  Staff  have  committed  to  supporting  joint  operations  by  upgrading  its  information 
infrastructure  through  process  improvement  initiatives.  Command,  Control, 
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Communications,  Computers,  and  Intelligence  for  the  Warrior  (C4IFTW)  and  the 
Global  Command  and  Control  System  (GCCS)  are  the  vision  and  vision 
implementation  respectively. 

The  goal  is  to  provide  the  warfighter  with  a  fused,  real-time,  true  picture  of  the 
battlespace  from  a  joint  perspective.  To  accomplish  this  requires  that  the  warfighter 
define  his  requirements  by  modeling  and  analyzing  his  processes  firom  a  joint 
perspective,  determining  process  improvement  opportunities,  and  identifying  the 
systems  that  provide  the  most  utility  and  those  that  do  not  adequately  serve  his  needs. 
Information  requirements  must  be  identified  and  captured  in  conceptual  data  models  as 
an  integral  part  of  process  analysis  and  improvement  to  facilitate  integration  of 
systems. 

While  individual  process  improvement  initiatives  have  been  successful, 
substantial  opportunities  can  be  gained  through  the  integration  of  past,  current,  and 
future  projects  within  the  Joint  Task  Force  (JTF)  operational  environment.  There  are 
economies  to  be  gained  in  adhering  to  a  standard  methodology  and  leveraging 
accomplishments  to  date.  This  integration  will  ensure  a  global  perspective  for  joint 
operations  improvements,  that  objectives  of  individual  projects  are  met,  and  the 
accelerated  implementation  of  optimized  improvements. 

Achieving  this  integrated  approach  required  establishing  a  Strategic  Planning 
Framework  to  provide  the  guidelines  for  all  process  improvement  initiatives  within  the 
JTF  mission  area.  Also,  the  creation  of  a  common  "model"  depicting  the  current 
common  (neutral)  view  of  JTF  activities  and  business  rules,  and  plan  of  action  will 
further  ensure  the  achievement  of  goals  related  to  GCCS  and  C4IFTW. 

USMC  Combat  Development  Process  (CDP)  The  USMC  is  facing  one  of  the 
most  difficult  changes  in  its  history.  They  must  be  able  to  respond  effectively  to 
increasingly  diverse  threats  and  uncertainty  at  a  time  of  reduced  defense  spending. 
The  situation  requires  them  to  examine  and  continually  improve  the  functioning  of  the 
USMC. 

To  meet  this  challenge  the  CDP  must  effectively  integrate  doctrine, 
organizational  structure,  materiel,  training  and  education,  and  facilities  and  support. 
The  existing  process  is  not  integrated.  The  decision  by  the  Marine  Corps  to  view 
combat  development  as  a  single  process  accepts  the  challenge  of  integrating  multi- 
agency  activities  and  funding  sources.  The  CDP  presents  a  unique  opportunity  for 
broad  gauge  tradeoffs  among  materiel,  training,  doctrine,  structure,  and  support 
facilities  for  cost  effective  defense  decisions.  The  downturn  of  the  national  economy 
and  shift  in  national  priorities  due  to  a  changing  world  situation  point  to  significant 
cuts  in  defense  spending.   The  CDP  aims  to  cut  costs  through  improved  management 
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of  processes.   This  project  is  defining  the  complex  interrelationships  of  the  CDP  for 
the  To-Be  "integrated"  state. 

As  a  result  of  the  woric  done  within  the  CDP  BPR,  a  decision  was  made  that 
integrating  the  Marine  Corps'  and  the  Navy's  assessment  processes  would  help 
identify  and  resolve  programmatic  conflicts  earlier  in  the  Planning,  Programming,  and 
Budgeting  Process.  The  result  will  be  the  institution  of  an  integrated  investment 
balance  review,  a  revolutionary  step  in  presenting  a  budget  based  on  capabilities 
derived  from  concepts  that  support  the  employment  of  the  Naval  Expeditionary  Force. 

Also  as  a  direct  result  of  the  CDP  BPR,  the  Marine  Corps  identified  the  need  for 
a  more  direct  and  responsive  link  to  the  Fleet  Marine  Force.  They  now  have 
established  the  Fleet  Operational  Need  Statement,  which  enables  the  Fleet  to 
communicate  operational  deficiencies  directly  to  the  combat  developers  for  immediate 
corrective  action.  This  sub-process  of  the  CDP  has  been  a  major  success  story  in  the 
short  history  of  the  Marine  Corps'  CDP. 

The  performance  measure  for  the  CDP  project  is  the  CDP  ability  to  produce 
combat  ready  Marine  Air-Ground  Task  Forces  (MAGTF's)  that  fulfill  national  security 
objectives  for  the  USMC  while  reducing  total  cost 

Modeling  the  Air  Force  Objective  Wing  in  Support  of  the  Base  Level  Systems 
Modernization  (BLSM)  Program.  The  objective  of  the  BLSM  program  is  the  total 
replacement  of  the  standard  base-level  information  systems  that  sup{>ort  the  multitude 
of  wing  functional  activities.  Currently,  there  are  about  35  standard  "stovepiped," 
nonintegrated,  noninteroperable  management  information  systems  that  are  used  at 
almost  all  Air  Force  bases.  Most  of  the  software  for  these  systems  was  developed  20- 
30  years  ago  to  automate  what  are  obsolete  business  practices  today.  The  software  has 
become  exceedingly  difficult  and  expensive  to  modify/update  due  to  its  design; 
moreover,  the  software  is  dependent  on  proprietary  operating  systems  that  are 
becoming  increasingly  expensive  to  maintain.  Rather  than  take  the  old  systems  which 
automated  obsolete  business  practices  and  simply  incorporate  new  technologies,  the 
Air  Force  leadership  made  a  commitment  to  Corporate  Information  Management 
methodologies  and  functional  process  improvement  tools  to  first  establish  the 
requirements  of  a  modernized  information  system  while  exploiting  new  technologies. 
Hence,  in  March  1993,  the  Air  Force  began  the  Objective  Wing-IDEF  Project  to  define 
the  system  requirements. 

The  principal  customer  of  base-level  information  systems  is  the  wing 
commander  and  his  management  staff.  Now,  more  than  ever,  the  commander  must 
think  of  the  wing  as  a  business  enterprise.  Like  the  chief  executive  officer  of  any  large 
business  enterprise,  the  wing  commander  and  the  "wing"  need  modernized  information 
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systems  to  make  responsive,  fact-based  decisions.  Thus,  the  BLSM  program  embodies 
three  main  objectives;  simplify,  integrate  and  automate  where  necessary. 

The  first  objective  is  to  reengineer  the  current  obsolete  business  processes 
through  the  identification  of  requirements  for  information  in  concert  with  the 
application  of  best  business  practices  and  a  set  of  new  business  rules  approved  by  the 
Air  Force.  The  reengineering  opportunities  focus  on  reducing  cycle  time,  reducing 
redundancies,  eliminating  non-value-added  activities,  and  streamlining  tasks.  These 
will  yield  improvements  in  measures  of  performance  such  as  cost,  service,  quality  and 
cycle  time  to  mitigate  the  reductions  in  manpower  and  resources. 

The  second  objective  focuses  on  the  sharing  of  information  through  one 
integrated  management  information  system  of  applications.  The  goal  is  to  only  enter  or 
capture  the  information  once  and  share  it  throughout  the  "enterprise"  via  a  single, 
logical  distributed  database.  During  the  modeling  effort,  priority  has  been  given  to 
cross-functional  initiatives  where  possible  and  practical. 

The  last  objective  centers  around  automation  of  the  processes  and  business 
activities,  and  the  use  of  new,  state-of-the-art  technology.  The  application  of 
technology  will  pay  dividends  with  regard  to  the  capture,  insertion,  and  accuracy  of  the 
data. 

To  date,  the  project  has  identified  over  200  functional  process  improvements 
that  will  facilitate  the  development  of  a  responsive,  user  friendly,  and  open  systems- 
compliant  information  system~a  system  called  BLSM.  Furthermore,  analysis  of  the 
Wing-IDEF"  As-Is"  modeling  effort  has  identified  28  major  processes  and  20  Air 
Force  issues  that  hold  high  potential  for  improving  the  way  the  Air  Force  does 
business. 

The  BLSM  program  will  fundamentally  improve  the  management  of  our 
installations  and  the  development  of  deployable  combat  capability.  We  will  use  the 
lessons  learned  from  these  analyses  to  look  at  improvement  opportunities  for 
installations  across  the  Department  of  Defense. 

Multi-Technologv  Automated  Reader  Card  (MARC).  The  MARC  project  is  a 
proof-of -principle  prototype  test  to  demonstrate  the  technical  and  operational 
feasibility  of  a  multi-functional  "smart"  card  for  DoD-wide  use  in  both  a  peacetime 
and  wartime  environment.  The  MARC  utilizes  integrated  circuit  chip  (ICC),  bar  code 
and  magnetic  stripe  technology  to  produce  a  utility  card  capable  of  satisfying  multiple 
functional  requirements  within  the  DoD  for  a  portable,  updatable  data  carrier. 

The  MARC  is  designed  to  improve  operational  capabilities  through  functional 
process  improvements  using  personally  carried,  updatable  information  technology. 
The  MARC  project  was  initiated  in  response  to  the  proliferation  of  single  use  card 
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programs  throughout  the  DoD.  The  combination  of  several  automatic  identification 
technologies  on  a  device  that  is  the  size  of  a  credit  card  and  gives  the  MARC  the 
versatility  to  interface  with  a  variety  of  technologies  and  systems.  The  MARC 
program  objectives  are  as  follows: 

Examine  options  for  satisfying  unmet  requirements  for  updatable  information  in 
a  portable  medium. 

Reduce  the  proliferation  of  single  use,  non-standard  automated  cards. 

Provide  a  technology  that  bridges  the  gap  between  incompatible  information 
systems  that  currently  do  not  satisfy  operational  requirements. 

The  ultimate  beneficiaries  of  the  MARC  will  be  DoD  personnel  in  the  field  who 
will  use  the  card  to  improve  the  speed  and  accuracy  of  transactions  in  such  areas  as 
medical  care,  mobilization  for  deployment,  food  service,  transportation  manifests,  and 
accountability  of  equipment. 

The  25th  Infantry  Division  used  the  MARC  to  support  a  deployment  of  Division 
personnel  to  Haiti.  The  MARC  was  used  to  create  and  validate  aircraft  manifest 
rosters.  In  this  test,  the  time  required  to  produce  manifest  was  reduced  from  over  4 
hours  down  to  20  minutes  through  use  of  the  MARC  and  the  number  of  personnel 
involved  in  the  manifesting  process  was  reduced  from  15  to  7.  Testing  began  in 
September  1994  and  the  MARC  test  is  expected  to  last  from  18  to  24  months. 
Functional  applications  included  in  initial  testing  are:  Field  Medical  Care,  Composite 
Health  Care  System  (CHCS)  Patient  Reception,  Mobilization  and  Readiness 
Processing,  Manifesting,  Medical  Evacuation  and  Food  Service  Operations.  In  the 
Field  Medical  test,  significant  time  savings  have  been  experienced  in  the  amount  of 
time  required  to  process  casualties  through  use  of  the  MARC  to  enter  condition  and 
treatment  data.  TTie  MARC  replaces  a  paper  medical  form  which  was  often  lost  or 
unreadable  during  the  medical  treatment  and  casualty  evacuation  process.  The 
Department  is  committed  to  deploying  a  MARC  that  is  based  on  commercial-off-the 
shelf  (COTS)  technology. 

Tracking  and  Accounting  for  Personnel.  During  Operation  DESERT  STORM, 
we  discovered  that  one  of  the  biggest  deficiencies  in  our  personnel  management 
practices  was  the  inabiUty  to  keep  track  of  our  service  members  as  they  deployed  to 
theater  and  as  they  were  activated  from  the  reserves.  The  war  was  conducted  as  a 
"TDY"  war.  In  other  words,  service  members  were  deployed  to  theater  to  join  units 
other  than  those  of  their  normal  assignment  Our  management  systems  were  not 
designed  to  support  this  kind  of  deployment  We  spent  several  years  after  the  war 
constructing  and  reconstructing  the  roster  of  service  members  who  deployed. 
Similarly,  we  have  all  heard  of  the  service  members  who,  while  serving  on  active  duty 
in  the  Persian  Gulf,  received  notices  from  their  reserve  offices  telling  them  that  they 
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-were  delinquent  in  meeting  their  drill  requirements.  A  major  focus  of  our  efforts  in 
military  personnel  has  revolved  around  improving  the  way  we  track  our  service 
members  in  these  situations.  We  have  made  significant  progress  already  in  addressing 
these  problems  through  changes  in  management  practices.  We  are  also  redesigning 
our  automated  systems  to  be  more  responsive  -  following  the  lead  of  the  USAF,  the 
USMC  has  just  completed  the  integration  of  their  active  and  reserve  systems  and  the 
Navy  is  in  the  process  of  integrating  them.  We  have  completed  a  review  of  a  simple, 
affordable  Personnel  Accounting  System,  which  supports  all  of  the  services  in 
accounting  for  personnel  in  theater.  The  system  uses  laptop  computers  which  house  a 
data  base  which  can  be  accessed  by  the  swipe  of  the  new  Uniformed  Services 
Identification  Card.  This  system  is  now  being  used  for  deployments  out  of  Europe  and 
has  already  successfully  supported  Operation  Support  Hope,  the  Macedonia 
deployment,  the  Normandy  deployment,  and  the  Atlantic  Resolve  exercise. 

Identification  Card.  After  a  full  functional,  technical,  and  economic  analysis,  the 
Department  has  implemented  a  new  Uniformed  Services  Identification  Card.  Full 
implementation  of  the  automated  production  system  cost  under  $5M,  and  saves 
hundreds  of  millions  in  card  production  costs  alone.  The  new  card  is  more  secure, 
more  durable,  faster  and  easier  to  produce,  and  has  potential  for  saving  many  more 
millions  of  dollars  through  applications.  In  addition  to  the  deployment  application 
mentioned  above,  other  applications  in  place  or  under  development  include  access  to 
base  food  services,  check  cashing  privileges  in  base  exchanges,  access  to  ships, 
tracking  of  blood  testing,  and  check-out  of  equipment. 

Support  to  Veterans.  When  our  service  members  leave  the  military,  they  often 
need  access  to  their  personnel  records.  We  are  performing  a  complete  review  of  the 
way  the  Department  stores  records  and  the  process  by  which  we  provide  access.  This 
is  a  cross  agency  undertaking,  with  Veterans  Affairs  and  the  National  Archives.  The 
fu^t  stage  of  our  analysis  resulted  in  a  major  change  to  our  business  practices.  When 
service  members  separate  from  the  military,  their  medical  record  now  goes  to  VA 
instead  of  storage  at  the  service  personnel  records  storage  sites.  This  has  already 
improved  the  timeliness  of  VA  access  to  medical  records  fi-om  several  months  (or  even 
years)  to  several  days.  We  are  continuing  our  analysis  to  improve  access  to  medical 
records  previously  stored  at  service  sites  and  access  to  the  entire  personnel  record. 

Accessioning  Personnel.  The  process  of  bringing  new  Service  members  into  the 
Armed  Forces  is  critical  to  the  continuation  of  the  Volunteer  Force  policy.  Following 
a  review  of  business  practices,  a  new  system  for  managing  the  Military  Entrance 
Processing  Stations  (used  by  all  the  Services)  is  being  tested  before  full 
implementation.  The  Services  conducted  a  review  of  their  enlisted  recruiting  practices 
that  resulted  in  a  new,  DoD  initiative  -  the  Joint  Recruiting  Information  Support 
System  (JRISS).  JRISS  will  put  new,  mobile  tools  in  the  hands  of  the  military 
recruiter  and  bring  recruiters  closer  to  the  young  people  and  their  families. 
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Information  entered  once  into  JRISS  will  support  the  Service  members  throughout 
their  military  careers.  JRISS  will  replace  a  number  of  existing  systems,  reducing  the 
costs  of  maintaining  these  systems  and  ensuring  rapid,  standard  implementation  of 
emerging  policies  and  improved  recruiting  methods. 

Relocation  Support  to  Service  Families.  Military  family  life  is  characterized  by 
frequent  relocations,  often  across  long  distances  and  to  foreign  countries.  The  moves 
sometimes  mean  long  absences  for  the  military  member  who  attends  school  or  perhaps 
moves  ahead  to  arrange  housing.  The  mobility,  the  financial  and  emotional  strains  of 
moving,  and  absence  of  adult  family  member  all  cause  individual  and  family  stress. 
Accurate  information  about  the  destination  and  PCS  move  allowances  lay  a  foundation 
for  careful  PCS  plarming  and  the  reduction  of  stress  associated  with  the  move.  We 
developed  a  data  base  of  information  that  has  been  distributed  to  all  installations  in  a 
CD-ROM  format.  This  application  provides  relocating  service  members  and  their 
families  with  accurate  and  timely  information  concerning  their  destination.  This 
approach  was  developed  as  a  cost  efficient  approach  to  providing  access  to  DoD-wide 
relocation  data. 

Transition  Support.  The  Department  has  implemented  an  extensive  array  of 
services  and  benefits  designed  to  equip  separating  Service  members  with  basic  job- 
hunting  skills,  tools,  and  self-confidence  necessary  to  secure  successful  employment  in 
the  civilian  workforce.  Each  of  the  military  Services,  in  conjunction  with  DoD,  the 
Departments  of  Labor  and  Veterans  Affairs,  and  state  employment  service  agencies, 
has  initiated  innovative  transition  program  components  designed  to  fit  the  needs  of 
separating  military  members  and  their  families.  Innovative  automated  systems  are  a 
vital  component  of  DoD  transition  services.  Available  since  December  1991,  the 
Defense  Outplacement  Referral  System  (DORS)  is  an  automated  mini-resume  registry 
and  referral  system  that  enables  participating  employers  to  reach  Service  members  and 
spouses  with  skills  and  qualifications  those  employers  need.  The  Transition  Bulletin 
Board  (TBB)  allows  employers  to  list  job  openings  that  are  electronically  transmitted 
to  military  installations  worldwide.  The  Verification  document  QDD  Form  2586) 
provided  to  all  separating  Service  members,  translates  military  skills  and  training  into 
equivalent  civilian  experience.  DoD  transition  support  and  services  are  vital  to  ensure 
that  the  quality  of  life  remains  high  for  military  personnel  as  they  prepare  to  leave 
military  service  and  embark  on  civilian  careers. 

Support  to  the  Reserve  Component.    There  are  several  on-going  intiatives  that 
support  the  Reserve  Component  mission  area.  These  efforts  have  addressed  several 
congressional  interest  areas.  Two  of  the  major  efforts  focus  on  Reserve  Retirement 
Credit  and  Data  Management  and  management  of  the  Montgomery  GI  Bill.  Both 
efforts  have  full  functional  analysis  and  the  Reserve  Retirement  effort  has  had  full 
technical  and  economic  analysis.  As  a  result  of  the  Reserve  Retirement  effort, 
standard  processes  for  calculating,  storing  and  retrieving  retirement  credits  has  been 
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established  across  the  services.  A  central  repository  has  also  been  established  and  is 
managed  by  Defense  Manpower  Data  Center.  The  Montgomery  GI  Bill  initiative  has 
standardized  and  enhanced  the  management  of  the  benefits  to  Reserve  Component 
members  across  the  services.  This  is  an  on-going  initiative. 

A  third  initiative  that  has  provided  benefit  to  the  Reserve  Component  is  the  Civil 
Military  BPR  project.  This  effort  has  enabled  the  Reserve  component  members  to 
provide  assistance  to  their  local  communities  and,  in  turn,  the  Reserve  component 
members  are  receiving  on-the-job  training. 

Mr.  Chairman  this  completes  my  discussion  of  the  specific  case  examples  that 
you  requested.  I  would  like  to  touch  upon  a  few  areas  of  interest  to  the  committee 
before  taking  your  questions.  In  terms  of  opportunities  for  additional  high  pay-off 
areas,  we  are  focusing  on  organizational  layering  in  our  Defense  Streamlining  Plan, 
published  last  October.  In  addition,  we  are  focusing  on  cross-functional  process 
improvements. 

With  respect  to  personnel  reforms,  we  are  focusing  on  training  and  re-training  to 
assist  displaced  workers  and  assessing  financial  incentives.  We  also  have  found  it 
important  to  keep  our  employees  fully  informed  of  their  options,  benefits  and  rights  as 
we  downsize,  restructure  and  reengineer. 

Moving  on  to  lessons  learned  for  BPR,  the  most  critical  is  creating  a  "sense  of 
urgency."  And  what  I  mean  by  this  is  that  until  people  understand  and  accept  that 
there  is  a  "need"  for  change,  they  don't  become  "partners"  to  the  change  process.  We 
have  also  learned  that  successful  reengineering  efforts  have  these  attributes  in 
common:  1)  top  management  involvement  and  commitment,  2)  "stretched"  goals,  3) 
line  management  commitment  to  implementation,  and  4)  a  focus  on  high  level  core 
processes.  We  are  currently  incorporating  these  attributes  into  our  planning 
documents. 

Mr.  Chairman,  I  have  described  a  small  sample  of  our  reengineering  projects  and 
I  am  sure  you  can  recognize  the  significant  results  that  have  or  will  be  achieved.  The 
size  and  complexity  of  the  Department  will  force  us  to  expand  our  reengineering,  as 
we  adapt  the  DoD  to  meet  its  evolving  challenges.  One  of  our  key  challenges  is  to 
focus  on  the  reengineering  of  our  major  cross-functional  processes.  As  we  proceed, 
we  will  closely  examine  the  lessons  learned  from  private  industry  and  other 
government  agencies,  including  the  valuable  contributions  by  GAO.  It  is  our 
assessment  that  reengineering  will  become  even  more  important  as  agencies 
implement  the  requirements  of  the  Government  Performance  and  Results  Act  (GPRA) 
of  1993.  We  have  no  choice  but  to  move  forward.  Reengineering  is  an  essential 
strategy  to  get  there.  Moving  back  is  not  an  option. 
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Mr.  Chairman  and  Members  of  the  Committee: 

I  am  pleased  to  be  here  today  to  discuss  actions  the  Health  Care  Rnancing 
Administration  (HGFA)  has  taken  to  re-engineer  its  operations  to  better  meet  the 
needs  of  Medicare  beneficiaries,  providers  and  suppliers. 

It  is  often  said  that  one  leams  through  experience  and  HGFA  is  no  exception. 
Medicare  serves  over  36  million  beneficiaries  and  processes  over  700  million  claims 
per  year.   In  order  to  process  and  pay  such  a  large  number  of  claims,  Medicare 
contracts  with  43  fiscal  intermediaries  to  process  Part  A  claims  and  34  carriers  to 
process  Part  B  claims,  including  those  for  durable  medical  equipment  (DME), 
prosthetics,  orthotics  and  supplies.   Several  years  ago,  in  listening  to  the  needs  of 
Medicare  providers,  suppliers,  and  beneficiaries,  HCFA  identified  significant  problems 
with  our  procedures  for  processing  claims  for  DME  and  related  items.  And  those 
same  sources  have  helped  to  provide  successful  solutions. 

DME  Problems  identified 

In  1991  we  began  looking  systematically  at  the  way  we  process  claims  for  DME.   In 
consultation  with  our  customers  and  our  partners,  we  heard  that  we  needed  to  focus 
more  on  customer  service,  to  establish  more  uniform  requirements  for  claims 
submission  and  adjudication,  and  to  do  a  better  job  of  preventing  improper 
payments. 
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Prior  to  1993,  suppliers  of  DME  submitted  their  claims  to  one  of  34  different  carriers 
for  processing  and  payment.   The  biggest  portion  of  these  can-iers'  workload  was 
claims  submitted  by  physicians  and  this  is  where  the  carriers'  efforts  were 
concentrated.   DME  suppliers  and  beneficiaries  often  complained  of  slow  claims 
payment  and  poor  service  on  their  inquiries.   Carrier  coverage  policies  and  decisions 
for  DME  items  were  not  consistent  and  often  varied  considerably  among  carriers 
across  the  country.   National  supplier  chains  submitted  claims  to  several  carriers, 
often  with  differing  results.   In  a  number  of  instances,  suppliers  sought  out  the 
carriers  with  the  least  restrictive  coverage  policies  and  submitted  their  claims  there; 
this  practice  is  referred  to  as  "carrier  shopping."  As  a  result,  DME  claims  were  often 
open  to  fraud  and  abusive  practices. 

Electronic  claims  submission  requirements  also  differed  between  carriers,  requiring 
suppliers  to  submit  their  claims  in  different  formats.   In  addition,  HCFA  had  no  single 
focus  to  accumulate  and  analyze  DME  claims  information  for  program  management. 

We  also  discovered  that  some  suppliers  used  multiple  billing  numbers.   DME 
suppliers  must  have  a  number  which  is  used  for  processing  claims  and  establishing 
pricing  and  utilization  profiles.   We  found  that  it  was  very  easy  for  suppliers  to  obtain 
multiple  supplier  numbers,  and  that  we  lacked  specific  and  uniform  standards  which 
must  be  met  before  one  could  obtain  a  supplier  number.   Using  multiple  numbers, 
suppliers  who  were  subject  to  review  under  one  number  could  reenter  the  system 
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under  another  without  our  knowing  this  had  happened. 

In  partnership  with  suppliers,  providers,  and  Medicare  beneficiaries,  HCFA  sought  to 
design  solutions  through  consistent  administrative  actions  to  utilize  current 
technology  while  re-engineering  the  processes  then  in  place.   For  example,  to 
achieve  more  sophisticated  and  uniform  coverage  policies,  to  improve  claims 
processing,  and  to  help  prevent  fraud  and  abuse,  we  concluded  that  we  should 
concentrate  all  processing  for  equipment  and  supplies  in  a  small  number  of 
specialized  carriers.   We  believed  that  the  use  of  a  few  regional  carriers  would  greatly 
reduce  the  variance  in  coverage  policy  and  decisions,  and  utilization  parameters 
among  carriers.   Greater  efficiency  would  be  achieved  because  each  carrier  would 
have  a  trained  pool  of  experienced  personnel  able  to  handle  the  DME  claims  more 
effectively  and  to  process  claims  more  quickly  and  accurately. 

Starting  in  the  Fail  of  1993,  HCFA  began  consolidating  processing  for  DME  claims  at 
four  durable  medical  equipment  regional  carriers  (DMERCs).  This  consolidation  also 
allowed  for  standardized  submission  of  electronic  claims.  All  suppliers  are  now  able 
to  use  a  single  format  to  submit  their  claims  to  Medicare.  This  format  results  from  a 
major  redesign  of  the  previous  process,  which  had  well  over  30  different  electronic 
formats.  The  resulting  variability  had  been  a  major  deterrent  to  electronic  billing. 

Through  these  four  carriers,  we  have  to  achieved  greater  efficiency  not  only  in  the 
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processing  of  claims  but  in  the  development  and  application  of  coverage  policy  and 
medical  review.   In  addition,  one  of  the  DMERCs  has  the  additional  function  to 
conduct  statistical  analysis  of  data  for  all  four  regional  carriers.   The  statistical 
analysis  DMERC  (SADMERC)  analyzes  these  data  to  track  utilization,  quantities 
ordered,  and  potential  overutilization  by  certain  suppliers  by  comparing  them  to  both 
their  regional  and  national  peers.   This  arrangement  provides  a  quick  and  efficient 
way  to  detect  aberrancies  that  could  not  have  been  discovered  in  the  past.   This 
information  can  then  be  used  in  developing  new  coverage  policy  or  pre-payment 
screens  for  use  by  the  DMERCs.  Pre-payment  screens  may  be  used  to  identify 
special  types  of  claims,  particular  suppliers  or  special  claims  submitted  by  particular 
suppliers. 

To  solve  the  problem  of  carrier  shopping,  we  totally  revised  our  policy  on  carrier 
jurisdiction  of  DME  claims.   Previously,  claims  for  DME  were  paid  based  on  the 
location  of  the  billing  office.   Beginning  October  1,  1993,  suppliers  were  required  to 
submit  their  claims  to  the  regional  carrier  responsible  for  the  geographical  area  in 
which  the  beneficiary  maintains  a  permanent  residence. 

HCFA  has  also  moved  to  eliminate  the  use  of  multiple  billing  numbers.   Starting  in 
October  1993  we  established  a  new  supplier  number  application  process  for  120,000 
OME  suppliers  through  a  National  Supplier  Clearinghouse  (NSC).   The  NSC 
maintains  a  national  file  on  DME  suppliers. 
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In  order  to  be  able  to  obtain  a  new  supplier  number  and  bill  the  Medicare  program 
each  supplier  must  complete  a  uniform  supplier  number  application  which  must  be 
approved  by  the  NSC.  Through  this  process,  we  are  able,  for  the  first  time,  to  have 
comprehensive  information  about  our  supplies  that  can  be  used  to  reliably  detect 
abusive  suppliers  who  attempt  to  relocate  their  operations  under  a  different  name. 
For  example,  the  NSC  can  provide  information  to  carriers  about  aberrant  suppliers 
and  those  who  do  not  have  valid  supplier  numbers.  The  carriers  can  then  stop 
payment  on  falsely  billed  claims  and  suspend  billing  numbers. 

Through  these  steps,  HCFA  has  been  able  to  ensure  more  appropriate  and 
consistent  payment  of  DME  claims  nationwide.  Since  the  consolidation  of  regional 
carriers  was  just  completed  this  past  Fall,  it  is  too  early  for  definite  results.   However, 
we  believe  we  are  already  capturing  significant  savings  due  to  lower  administrative 
costs  and  cost  effective  pre-screening  edits.   By  consolidating  our  operations, 
utilizing  knowledgeable  personnel  and  using  cost  effective  technology  we  have 
created  a  more  efficient  and  manageable  claims  processing  system  that  better  serves 
Medicare  beneficiaries,  providers,  suppliers,  and  the  American  taxpayer. 

The  lessons  learned  during  the  consolidation  of  DME  claims  to  four  regional  carriers 
have  been  invaluable  as  we  plan  for  other  improvements  to  the  Medicare  program. 
The  knowledge  we  have  gained  will  make  future  re-engineering  efforts  smoother  for 
our  beneficiaries  £uid  providers.  We  know  this  because  our  customers  provided 
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guidance  and  feedback  throughout  the  transition.  This  was  most  dramatically 
exemplified  when  Medicare  beneficiaries  and  the  supplier  community  publicly 
acknowledged  HCFA's  efforts  to  improve  services  and  its  spirit  of  cooperation  and 
teamwork  at  the  end  of  the  DMERC  transition. 

We  learned  that  listening  to  our  customers'  expectations  is  the  most  valuable 
resource  to  target  process  improvement.   By  taking  actions  to  meet  those 
expectations,  processes  were  redesigned  and  HCFA  discovered  new  and  different 
perspectives  on  how  to  effectively  utilize  existing  systems.  We  look  forward  to 
employing  these  newly  practiced  skills  in  the  future. 

The  Future:  The  Medicare  Transaction  System 

As  we  look  toward  the  21st  century,  Medicare  is  now  working  on  the  design  of  a 
single,  national  automated  claims  system  that  will  be  able  to  process  all  types  of 
claims,  both  Part  A  and  Part  B,  more  efficiently.   The  Medicare  Transaction  System 
(MTS)  is  scheduled  to  begin  operations  in  late  1997  with  completion  by  late  1999. 
This  past  Spring  we  awarded  a  contract  to  GTE  Government  Systems  to  work  with  us 
to  design  and  develop  the  system. 

Presently,  our  claims  processing  is  done  by  77  fiscal  intermediaries  and  carriers 
using  1 1  automated  systems  at  62  sites.  Under  MTS,  claims  processing  will  be 
performed  at  a  limited  number  of  operating  sites,  probably  less  than  ten.   Our  current 
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contractors  will  then  be  able  to  concentrate  their  efforts  on  customer  service  and 
program  safeguards.   Under  MTS,  claims  will  be  processed  more  easily,  more 
efficiently  and  in  a  more  cost  effective  manner.  We  believe  when  MTS  is  fully 
implemented  administrative  savings  will  be  significant  because  processing  claims  will 
be  conducted  by  a  single  automated  claims  system  that  is  assessable  to  all  carriers, 
providers  and  suppliers.   Efficiencies  will  be  achieved  by  greater  uniformity  in 
coverage  and  payment  policies,  consolidation  and  better  management  of  data,  and 
better  ability  to  monitor  and  detect  fraud  and  abuse. 

The  MTS  is  more  than  a  claims  processing  system.   It  will  truly  provide  better  service 
to  beneficiaries  and  providers  while  allowing  much  more  control  of  program 
expenditures.   This  system  will  benefit  providers  by  enabling  them  to  ascertain  the 
status  of  all  their  daims  through  the  use  of  one  electronic  query.   It  will  also  allow 
providers  to  obtain  information  on  a  beneficiary's  entitlement  and  other  insurance 
policies  the  beneficiary  may  have  that  would  pay  benefits  ~  either  primary  or 
supplementary  to  Medicare. 

The  MTS  will  also  enable  Medicare  contractors  to  provide  more  timely,  accurate  and 
complete  responses  to  benefidevy  inquiries.  A  single  inquiry  to  any  contractor  will 
provide  the  status  of  all  of  a  benefidary's  daims. 

The  lessons  learned  from  the  DME  transition  are  fresh  in  our  minds  as  we  proceed  to 
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implement  MTS.   We  will  be  working  closely  with  our  contractors,  providers  and 
beneficiaries  to  assure  that  this  new  system  will  be  beoeficial  to  those  we  serve. 

Conclusion 

HCFA  is  committed  to  continuous  improvement  in  order  to  better  serve  our 
beneficiaries  and  providers.  We  have  recently  developed  our  first  strategic  plan  to 
guide  the  Agency's  improvement  activities.  We  will  continue  to  make  necessary 
improvements  through  the  proactive  use  of  administrative  solutions.  We  look  fonward 
to  working  with  the  Committee  on  these  and  related  issues.   I  would  be  happy  to 
answer  any  questions  the  Committee  has  at  this  time. 
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Teen- Age  Mothers  Helped 
By  Ohio  Plan,  Study  Finds 


By  SUSAN  CHIRA 

A  closely  watched  Ohio  program 
that  docks  or  increases  welfare  pay- 
ments to  prod  teen-age  mothers  into 
attending  school  is  also  pushing 
more  of  these  young  women  to  com- 
plete high  school,  a  study  that  is 
bemg  made  public  today  has  found. 

The  program,  Learning,  Earning 
and  Parenting,  or  LEAP,  has  inter- 
ested policy  makers  because  all  cur- 
rent proposals  to  overhaul  the  wel- 
fare system  require  teen-age  moth- 
ers to  finish  school.  That  require- 
ment IS  based  on  the  belief  that 
better  educational  credentials  will 
allow  them  to  get  off  welfare  and  win 
better-paying  jobs. 

The  study  followed  1.700  Cleveland 
teen-age  mothers  on  welfare.  It 
found  that  the  program's  combina- 
tion of  financial  incentives  and  de- 
terrents, along  with  its  package  of 
social  services,  persuaded  5.6  per- 
cent more  mothers  to  graduate  from 
high  school  or  to  receive  a  high 
school  equivalency  diploma  over  a 
three-year  period,  compared  with  a 
control  group  of  mothers  outside  the 
program.  And  the  program  is  com- 
paratively inexpensive,  costing  $971 
per  teen-ager  over  the  three  years. 

"These  results  are  sufficiently  en- 
couraging to  suggest  that  other 
states  consider  this,"  said  Judith  M. 
Gueron,  president  of  the  Manpower- 
Demonstration  Research  Corpora-  ' 
tion,  a  nonprofit.  New  York-based 
research  group  that  conducted  the 
study. 

Mary  Jo  Bane  and  David  Ellwood, 
assistant  secretaries  at  the  Depart- 
ment of  Health  and  Human  Services 
who  have  helped  shape  President 
Clinton's  plan  to  overhaul  welfare, 
issued  a  statement  today  saying  the 
study's  results  offered  evidence  that 
the  President's  plan  could  work.  The 
proposal  would  also  allow  states  to 
use  financial  incentives  like  those  in 
the  LEAP  program. 


$62  a  month  deducted  from  their 
welfare  payments.  If  they  attend 
class  regularly  they  receive  a  bonus 
of  $62  a  month.  Their  monthly  wel- 
fare checks  vary,  from  $212  with  the 
penalty  to  $336  with  the  bonus. 

A  previous  study  of  the  program 
found  that  improved  school  attend- 
ance was  linked  to  these  incentives 
and  deterrents  in  combination  witli 
the  services  that  it  offers,  including 
free  child  care  and  transportation  to 
or  from  school  or  a  child  care  center, 
and  a  social  worker  assigned  to  each 
teen-ager.  Several  other  states  are 
trying  similar  types  of  programs, 
but  few  offer  social  services  as  part 
of  their  programs. 

The  Cleveland  study  also  found 
that  an  expanded  and  more  expen- 
sive version  of  LEAP  only  marginal- 
ly increased  the  program's  success. 
This  enhanced  version,  which  costs 
$1,965  for  each  teen-ager,  offered  in- 
school  child  care,  a  case  manager 
stationed  in  the  schools  themselves 
and  community  outreach  services.    ' 

But  C.ivid  Long,  a  co-author  of  the 
study,  said  the  enhanced  program, 
like  the  regular  program,  worked 


A  carrot-and-stick 
approach  is  pushing 
more  young  women 
to  finish  high  school. 


Researchers  found  that  the  pro- 
gram was  most  successful  when  it 
reached  teen-age  mothers  before 
they  dropped  ouL  Of  those  still  in 
school.  8.8  percent  more  program 
participants  than  nonparticipants 
graduated,  the  study  found.  But 
among  mothers  who  had  already 
dropped  out.  that  difference  nar- 
rowed to  2.6  percent,  a  sutistically 
insignificant  gain. 

The  program  operates  in  all  88 
counties  in  Ohio.  It  requires  that  all 
teen-age  mothers  under  the  age  of  20 
and  on  welfare  attend  school  or  have 


much  better  for  teen-agers  m  school, 
prodding  7  percent  more  of  them  to 
graduate  compared  with  classmates 
in  the  regular  program.  What 
seemed  central  to  the  enhanced  pro- 
gram's success  was  the  presence  of 
a  case  manager  in  the  schools  who 
acted  as  the  girls'  advocate. 

But    the    researchers    cautioned 
that   the   program   alone  was  not 
enough  to  raise  graduation  rates  sig- 
nificanUy.  Over  all.  only  21.1  percent 
of  the  LEAP  teen-agers  completed    - 
high  school.  To  make  more  of  a 
difference,  Mr.  Long  said,  schools  «' 
themselves  need  to  become  more 
attractive  to  teen-age  mothers,  who  ' 
told  researchers  they  felt  unsafe  and  ■ 
uncared  for. 

It  is  also  too  early  to  tell  whether 
the  program  will  help  teen-age 
mothers  find  jobs  or  get  off  welfare, 
although  the  researchers  hope  to  de^ 
termine  this  in  later  ev?luations. 
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Purpose 


Nonpayment  of  child  support  contributes  to  childliood  poverty  as  well  as 
to  increases  in  the  number  of  families  receiving  welfare.'  Today,  more 
than  one-fifth  of  America's  children  live  in  poverty,  and  it  has  been 
estimated  that  half  will  live  in  single-parent  families  at  some  point  in  their 
lives. 


To  help  obtain  the  financial  support  noncustodial  parents  owe  their 
children  and  to  help  single-parent  families  achieve  or  maintain  economic 
self-sufficiency,  the  Congress  established  the  intergovenunental  child 
support  enforcement  program  in  1975.  In  1992,  the  federal  Office  of  Child 
Support  EWorcement  (OCSE)  reported  a  nationwide  caseload  of  about 
16.2  million  cases,  about  60  percent  of  which  received  welfare. 

The  Chairman  of  the  Subcommittee  on  Federal  Services,  Post  Office  and 
Civil  Service,  Senate  Committee  on  Govenunental  Affairs,  asked  gao  to 
review  the  child  support  enforcement  program  to  determine  how  the 
federal  government  could  improve  services  to  the  states  and  to  the 
families  that  depend  on  the  program,  gao's  review  focused  on  (1)  whether 
the  program  has  essential  management  tools  In  place  at  the  federal  level  tc 
fulfill  its  mission,  (2)  how  well  ocSE  has  fulfilled  its  role  in  fostering  the 
development  of  state  child  support  enforcement  programs,  and  (3)  what 
the  state  programs  are  doing  to  overcome  barriers  hampering  their  efforts 
GAO  also  examined  the  implications  of  welfare  reform  proposals  and  the 
impact  of  the  Government  Performance  and  Results  Act  of  1993  (gpra). 


Background 


The  federal  goverrunent  and  the  states  share  child  support  enforcement 
responsibilities,  ocse,  within  the  Department  of  Health  and  Human 
Services  (hhs),  is  responsible  for  providing  leadership,  technical 
assistance,  and  standards  to  develop  effective  state  programs,  which 
actually  deliver  child  support  enforcement  services  to  families.  Services 
include  establishing  paternity  and  support  orders;  locating  noncustodial 
parents;  updating  support  orders  to  be  current  with  a  noncustodial 
parent's  income;  obtaiiung  medical  support,  such  as  medical  insurance, 
fi-om  noncustodial  parents;  and  collecting  support  payments.  To  help 
ensure  state  program  effectiveness,  the  federal  goverrunent  uses  a  "carrot 
and  stick"  approach  involving  incentive  payments,  audita,  and  penalties. 
The  federal  government  matches  about  two-thirds  of  state  program 
administrative  costs  and  makes  incentive  payments  to  states  based  on 
collections. 
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Federal  and  state  govenunents  first  became  involved  in  child  support 
enforcement  activities  with  the  aim  of  recovering  government  welfare 
costs.  Child  support  owed  by  noncustodial  parents  of  families  receiving 
welfare  was  to  be  collected  by  state  and  local  child  support  programs  and 
then  returned  to  the  government,  with  a  small  portion  going  to  the 
families.  As  the  number  of  families  receiving  welfare  rose  in  the  1970s,  the 
Congress  incorporated  existing  state  and  local  efforts  into  the  national 
child  support  enforcement  program. 

Over  time,  the  program  expanded  beyond  the  original  aim  of  recovering 
welfare  because  the  Congress  believed  that  early  enforcement  of  child 
support  obligations  could  help  prevent  families'  need  for  government 
support  For  example,  families  that  are  not  receiving  welfare  but  that 
request  program  services  must  be  served  equally. 


Rp<!iilf«5  in  Rripf  Greater  federal  leadership  coupled  with  equally  intensive  state  efforts 

could  better  position  the  national  child  support  enforcement  program  to 
serve  the  families  that  depend  on  it  Dramatically  increasing  numbers  of 
children  needing  support— the  child  support  enforcement  caseload  grew 
180  percent  between  1980  and  1992 — are  focxising  attention  on  federal  and 
state  efforts  to  enforce  parents'  responsibilities  to  support  their  children. 
However,  these  efforts  have  been  han4>ered  by  management  weaknesses 
that  keep  ocse  from  (1)  effectively  leading  the  program  and  the  states, 
(2)  judging  how  well  the  program  is  working,  and  (3)  setting  effective 
policies. 

Because  of  declining  resources,  ocse  has  diminished  the  level  of  technical 
assistance  provided  to  state  programs.  Also,  various  organization  and 
staffing  changes  have  created  communication  problems  between  federal 
and  state  program  officials,  ocse  audits  and  data  collection  efforts,  while 
satisfying  legal  requirements  for  monitoring  and  tracking  the  states' 
programs,  do  not  provide  either  ocse  or  the  states  with  adequate 
information  on  program  results.  Now,  under  the  impetus  of  gpra,  ocse  is 
getting  started  on  management  improvements  that  could  position  it  to 
better  serve  states  and  families,  ocse  has  also  proposed  changing  the 
incentive  payment  structure  to  encourage  improved  state  performance. 

While  the  federal  role  is  substantial — most  program  funding  is 
federal — child  support  enforcement  is  very  much  a  state  activity.  Today, 
states  face  common  barriers  such  as  increasing  workloads  that  outpace 
resources,  inadequate  computer  systems,  and  fragmented  authority  and 


GMVHEHS46-M  Child  Sapport  EBforcement 


Principal  Findings 


384 


Ezecvtive  SammuT 


unstandaidized  procedures  among  others.  In  response,  states  have 
developed  a  number  of  strategies,  including  augmenting  their  staffs  with 
volunteers  and  contracting  with  private  collection  agencies,  improving 
automation  to  help  staff  be  more  productive,  and  using  innovative 
enforcement  techniques.  Some  of  the  techniques  various  states  have 
adopted  are  (1)  requiring  employers  to  report  newly  hired  employees  so 
parents  who  owe  child  support  can  be  located,  (2)  using  central  lien 
indexes  and  tax  record  matching  so  parents'  assets  can  be  located,  and 
(3)  revoking  driver's  and  professional  licenses  to  encourage  parents  to  p 
what  they  owe. 

Many  welfare  reform  proposals  would  further  expand  child  support 
enforcement  Unless  OCSE  takes  steps  to  strengthen  its  leadership  and 
management  of  its  current  program,  it  may  have  difBculty  implementing 
any  new  responsibilities. 


The  Child  Support 
Enforcement  Program  Has 
Lacked  Essential 
Management  Tools 


The  child  support  enforcement  program  has  lacked  certain  essential 
management  tools  to  assess  and  improve  current  program  performance, 
well-articulated  nussion,  programwide  planning  and  goal-setting,  and 
accurate  data  on  program  performance  have  not  been  available  to  guide 
program  management 

As  the  program  expanded  beyond  welfare  recovery,  its  mission  became 
increasingly  less  clear.  Legislative  amendments  expanded  program  effor 
to  include  families  not  receiving  welfare  and  activities,  such  as  medical 
support  enforcement,  that  do  not  focus  directly  on  collections.  In  practic 
this  expanded  mission  has  given  the  program  competing 
priorities — without  guidance  from  the  federal  level  on  how  to  manage 
those  priorities. 

In  the  face  of  the  program's  expanded  mission,  ocse's  planning  efforts 
focused  on  the  agency  and  its  processes,  not  on  outcomes  for  either  the 
national  program  as  a  whole  or  its  own  operations.  Nor  did  these  efforts 
seek  input  fit)m  key  stakeholders,  such  as  the  Congress  and  the  states. 
Only  one  national  goal  exists  for  the  program,  and  this  is  a  congressional 
mandated  standard  for  state  performance  in  paternity  establishment  No 
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in  response  to  gpra  requirements,  ocsE  is  beginning  a  planning  discipline 
that  identifies  priorities  and  outcomes. 

The  child  support  enforcement  program  has  also  lacked  accurate  and 
consistent  data  that  could  be  used  to  set  goals  for,  assess,  and  improve 
program  performance.  Despite  20  years  of  required  performance  reporting, 
OCSE  has  not  developed  universally  understood  data  definitions,  and  states 
collect  data  in  ways  that  make  aggregation  and  comparison  impractical. 
OCSE  and  state  officials  acknowledge  that  needed  data  are  not  available, 
and  OCSE  has  taken  some  actions  on  this  issue.  However,  as  of 
December  1994,  ocsE  was  not  in  a  position  to  know  how  the  national 
program  was  actually  performing. 

In  concept,  federal  incentive  pigments  reward  state  programs  according 
to  performance,  but  this  funding  mechanism  has  yet  to  achieve  its 
potential.  In  practice,  all  states — regardless  of  performance — have 
received  some  incentive  payments.  Moreover,  the  amount  of  incentive 
payments  depends  on  a  state's  collections  and  does  not  reflect  other 
important  activities,  such  as  paternity  establishment  and  medical  support 
enforcement  The  impact  of  the  incentives  is  limited  because  states  are  not 
required  to  use  incentive  funds  to  expand  their  child  support  enforcement 
activities.  Some  states  have  used  incentive  payments  for  activities  other 
than  child  support  enforcement;  others  have  used  federal  payments  to 
ofiset  the  state  part  of  matching  funds  for  child  support  enforcement, 
according  to  a  1991  report  by  hhs'  OfBce  of  the  Inspector  General 


OCSE  Has  Not  Effectively 
Fostered  State  Program 
Development 


As  the  Congress  originally  envisioned  it,  ocse's  role  included  fostering 
state  program  development  by  providing  technical  assistance  and  training, 
developing  standards,  and  exercising  federal  oversight  through  audits.  As 
HHS  experienced  workforce  reductions  in  the  1980s,  however,  ocse 
resources  diminished.  Technical  assistance  and  training,  which  had 
formed  a  large  part  of  ocse  efforts,  virtually  disappeared.  In  several 
instances,  regulations  were  finalized  after  the  effective  dates  of  a  law.  In 
addition,  an  HHS-wide  reorganization  left  ocse  with  no  organizational 
control  over  those  hhs  regional  staff  serving  as  contact  points  for  the 
states  on  some  program  matters.  State  program  staff  had  to  contact 
various  offices  within  hhs  for  different  child  support  enforcement  matters, 
and  miscommunications  between  ocse,  hhs  regional  staff,  and  state 
program  staff  contributed  to  strained  working  relationships. 
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By  the  eariy  1990s,  ocsE's  monitorm^  role  had  come  into  greater 
prominence,  with  more  than  half  of  remaining  ocse  staff  devoted  to 
compliance  audits.  These  audits  focused  on  state  compliance  with  federa 
requirements  for  administrative  procedures  and  service  delivery  rather 
than  on  outcomes  of  state  actions,  such  as  how  many  paternities  or 
support  orders  were  established.  State  program  staff  said  that  while  somi 
audits  had  helped  them  gain  state  legislative  support,  the  audits 
concentrated  too  much  on  administrative  details  and  were  too  untimely  t 
be  a  useful  management  tool  for  them,  with  audit  reports  sometimes 
issued  2  years  after  the  period  audited. 

OCSE  recognizes  that  while  the  audits  have  spurred  state  actions,  the  audii 
approach  needs  to  be  changed  to  provide  better  insight  into  state  progran 
performance,  ocse  is  seeking  to  shift  the  emphasis  &x)m  compliance  with 
administrative  procedures  to  ensurirtg  state  data  integrity,  ocse,  however, 
believes  that  this  shift  will  require  a  legislative  change. 


State  Child  Support 
Enforcement  Programs 
Face  Common  Barriers, 
Use  Multiple  Strategies 


Although  states  have  received  stibstantial  federal  funding  for  program 
development,  at  least  five  common  barriers  hinder  state  child  support 
enforcement  efforts: 

Workload  continues  to  grow  and  become  more  timeK:onsuming.  E^slimate 
of  worker  caseload  ranged  from  300  to  2,500  cases  per  worker,  and 
officials  believe  that  many  cases  now  take  more  time  than  before.  For 
example,  the  growing  number  of  out-of-wedlock  births  means  that  more 
cases  need  paternity  establishment — more  than  40  percent  of  the  caseloai 
in  one  state. 

Child  support  enforcement  program  functions  are  only  partially 
computerized.  Some  states  do  not  have  statewide  computer  systems. 
Other  states  have  computerized  some  functions  but  others  remain  manua 
One  state  had  the  computer  edacity  to  seize  noncustodial  parents'  bank 
assets  but  did  not  have  caseload  intake  and  parent  location  functions 
computerized.  Another  state  had  extensive  case  tracking  a4)ability  but 
lacked  the  technology  to  identify  assets  and  levy  administrative  liens 
through  automation. 

State  program  staff  lack  control  over  local  uruts.  Some  states  wanted  mor 
uiuform  state  implementation  and  were  frustrated  by  dispersed  program 
control.  One  state's  audits  documented  that  some  local  districts  failed  to 
implement  state  regulations  for  case  processing.  In  another  state,  some 
Judges  did  not  follow  state  procedures. 
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State  legislatures  do  not  always  support  state  programs'  proposed 
initiatives.  Some  states  have  been  more  successful  than  others  in  getting 
legislative  support  for  new  enforcement  techniques,  such  as  in-hospital 
paternity  establishment;  revocation  of  driver's  and  professional  licenses  of 
noncustodial  parents  who  are  delinquent  in  support  payments;  and  using 
administrative,  rather  than  judicial,  processes  for  establishing  support 
orders. 

Referrals  from  welfare  ofBces  lacked  information  that  the  child  support 
enforcement  program  needed  to  do  its  work,  gao  found  in  earlier  work 
that  poor  coordination  between  welfare  and  child  support  agencies 
resulted  in  inadequate  information  about  noncustodial  parents,  including 
identity,  location,  and  eaniings  data.'  The  experiences  of  the  state 
programs  that  gao  reviewed  suggest  that  very  little  has  changed. 

States  that  gao  reviewed  were  at  different  points  in  developing  or  adopting 
strategies  to  deal  with  the  barriers  they  faced.  The  strategies  included 
adding  staff;  refining  afdc  intake  procedures  to  facilitate  child  support 
enforcement;  contracting  out  some  functions  to  private  entities;  and  using 
volunteers.  States  also  used  various  techniques  to  gamer  legislative 
support  and  were  making  increased  use  of  automation. 

The  actions  some  states  have  taken  also  show  that  many  decisions  about 
addir\g  resources,  improving  automation,  and  expanding  the  program's 
administrative  processes  Ue  within  the  control  of  state  leadership  and 
reflect  the  investments  states  can  make  in  the  program  without  the 
impetus  of  a  federal  mandate. 


Welfare  Reform  Presents 
Additional  Opportunities 
and  Chedlenges 


All  the  welfare  reform  proposals  that  gao  reviewed  would  add  new 
enforcement  tools  but  could  also  require  more  of  OCSE  and  the  states.  In 
addition,  some  of  the  proposals  would  change  the  funding  structure  and 
ocse's  audit  approach.  Some  proposals  require  greater  centralization  of 
state  operations  and  give  some  states  tools  that  they  have  sought,  such  as 
employer  reporting  of  new  hires  or  the  ability  to  suspend  professional  or 
driver's  licenses.  However,  new  and  expanded  responsibilities  may  also 
strain  ocse's  ability  to  effectively  implement  changes  and  increase  state 
workloads.  New  demands  under  welfare  reform  could  include  broadeiung 
ocse's  role  in  developing  and  coordinating  expanded  automated  systems  at 
the  state  or  federal  leveL  In  addition,  state  programs  may  also  need  greater 
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technical  assistance  from  ocse  and  hhs  to  ensure  effective  state 
implementation. 


Recommendations 


GAO  is  making  several  recommendations  to  the  Secretary  of  Health  and 
Human  Services  to  strengthen  ocse's  management  and  leadership.  Amor 
other  things,  these  recommendations  are  aimed  at  establishing 
performance  goals  for  ocse;  promoting  greater  federal  accountability; 
reengineering  ocse  audits  of  state  performance  to  be  more 
outcome-oriented  rather  than  process-oriented;  and  revising  the  progran 
funding  structure  to  better  support  program  priorities. 


Agency  Comments 


HHS  Stated  that  the  report  provides  a  balanced  appraisal  of  ocse  and  the 
national  program's  accomplishments,  and  that  gag's  recommendations  a 
well  taken,  hhs  provided  additional  information  about  actions  that  it  has 
plaruied  or  has  in  progress  that  address  several  of  gao's  recommendatior 
(See  app.  V.)  While  most  of  hhs'  actions  are  appropriate,  gao  has  some 
specific  concerns  about  hhs'  response  to  establishing  performance  goals 
for  ocse;  promoting  greater  federal  accountability;  and  changing  the  audi 
and  funding  structure.  (See  pp.  95-97.)  hhs  also  provided  technical 
comments,  as  did  program  officials  from  selected  states  and  several  chile 
support  enforcement  experts;  their  comments  have  been  incorporated  a^ 
appropriate. 
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